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To the Bank 
Portfolio Officer 


THe management of the Govern- 
ment securities portfolio is a major 
problem in banking operation today. 

The complete facilities and excep- 
tional service of our 


U. S. Government 
Bond Department 


have been of value to officers of many 
banks throughout the country in the 
review of holdings, the selection of in- 
vestments, and in market transactions. 
We shall be pleased to have you 
consult with us regarding your U. S. 
Government portfolio problems. 


Guaranty Trust Company 
of New York 


Capital Funds, $298,000,000 
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WIDER SOCIAL SECURITY 


OTH presidential candidates agreed 

that our social security system must 
be revamped to cover additional groups 
of persons, now excluded, and contingen- 
cies now uncovered. Two other develop- 
ments in recent weeks also have empha- 
sized the nature of impending changes. 
First,Federal workers engaged in war 
production are not covered by unemploy- 
ment insurance, while workers in private 
plants are. Congress recently voted not 
to extend unemployment insurance to 
federal workers, but this question will 
again be before the new Congress. Sec- 
ond, the social security tax of one per 
cent, which has been frozen at that level 
for several years, is scheduled to increase 
to two per cent as of January 1, 1945. 
Congress is now considering whether or 
not the social security tax freeze should 
be continued. Senator Vandenberg has 
proposed that a special committee of ex- 
perts should examine this question and 
determine whether or not a raise in rate 
is desirable. 


This problem of the change in the 
social security tax must be cleared up 
before the end of the year. The social 
security law presently contains two pro- 
visions which may lead to inconsistent re- 
sults: (1) an automatic increase in tax 
rates is provided for 1945 and (2) when- 
ever the social security reserve fund is 
three times the highest annual expendi- 
ture anticipated in any of the next five 


years the trustees shall report this fact to 
Congress—presumably as a basis for ac- 
tion. The reserve fund is now about $5.5 
billion while the highest expenditure is 
expected to be approximately $700 
million in 1949. Thus the reserve is far 
in excess of the limit of three times the 
expenditures. Despite reserves of this 
size, an increase in the tax rate is now 
mandatory. 

This situation arises because of the 
clash between two basic philosophies con- 
cerning social security reserves. One 
group holds that a large reserve fund 
should be accumulated. The other group 
notes that such a fund would be invested 
in government bonds and hence when the 
reserves are drawn upon, new taxes 
would be required. It is suggested, 
therefore, that a smaller reserve be ac- 
cumulated and that the current needs be 
met substantially on a pay-as-you-go 
basis. The Beveridge Plan in England is 
largely on this basis. One administration 
official has recently held that “post-war 
social security benefits should not be 
based upon further additions to the pay- 
roll tax, but should be paid for out of the 
general budget, because a tax on payrolls 
is a tax on consumption and, therefore, 
undesirable when more consumption is 
needed.” Until this conflicting position is 
reconciled it is difficult to understand 
how any intelligent action can be taken 
with regard to the level of social secur- 
ity taxes required. 
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Senator Vandenberg’s suggestion for 
an investigation by a commission of ex- 
perts, therefore, is very much in order. 
But such an investigation should go much 
farther. The question of taxes cannot 
be separated from the benefits to be 
paid. Proposals have been made to ex- 
tend the social security coverage to addi- 
tional groups of people and to contingen- 
cies for which provision is not made. 
Other proposals have been made to in- 
crease the benefits, a situation which 
could both be accelerated by and further 
induce inflationary conditions. Such 
changes must be related to the taxes 
levied. Until the nature of those changes 
is determined, how can the appropriate 
social security tax rates be determined? 
The National Resources Planning Board 
prepared an extensive report, indicating 
the types of risks, including medical care, 
maternity benefits, health, etc., which 
should be covered by social security. But 
they failed to estimate the cost of these 
new activities, direct and indirect, im- 
mediate or future. 


In addition to investigating the costs, 
it is vital that we attempt to determine 
the relationship between the quest for 
security and the risks inherent in a pri- 
vate enterprise system. Such questions 
as the following go to the heart of the 
economic and social system we are to 
have in this country: 


NE of the anomalies of our present 
tax structure is the direct double tax 
to which corporate income is subject. 
First the total income of the corporation 
is taxed; when the remaining income is 
distributed as dividends, the recipients 
must pay the personal income tax. Under 
wartime conditions, when prosperous cor- 
porations may pay an overall tax of 80 
per cent on their incomes, a maximum of 
20 per cent is available for distribution. 
The average corporation has distributed 
about half of its earnings after taxes as 
dividends during the war. Thus, the 
stockholder has received about 10 per 








DOUBLE TAX ON CORPORATE EARNINGS 
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To what extent will the provision for 
all these types of risks impair the initia- 
tive which has been a mainspring of the 
substantial economic progress achieved 
in this country? Will a shift in the con- 
trol over savings to the federal govern- 
ment take place because individuals do 
not have to save to meet these contin- 
gencies and because the large tax re- 
quired to meet the cost will impair the 
ability to save? Will such a control over 
savings set the stage for a further ex- 
tension of government control over bus- 
iness? What role will be played by pri- 
vate insurance as the area covered by 
social security is extended? And at what 
point does the social objective become a 
sentimental or political one which results 
in subsidizing indolence and indigence 
because it is possible to get almost as 
much by not working as by gainful em- 
ployment? The answers to these ques- 
tions can best be determined by an im- 
partial commission of experts including 
representatives of government, labor and 
industry, economists and _ sociologists. 
This commission also should include a 
representative of institutional investors, 
since a final decision in this matter will 
have important repercussions on savings, 
investment and private insurance. Until 
such an investigation is completed it 
appears to be desirable to postpone piece- 
meal changes in our social security sys- 
tem, lest we compound mistakes. 


cent of the profit before corporate taxes. 
But this amount is further reduced by the 
tax he must pay. In 1944, this tax is a 
minimum of 23 per cent if the taxpayer 
is in the lowest tax bracket. If he is in 
the $14,000-$16,000 bracket, it is about 
50 per cent, while if his income is $10,000 
higher, it is 65 per cent. State taxes (554 
per cent in New York) must also be con- 
sidered. The net which filters through to 
the stockholder is not a significant pro- 
portion of the gross profit even in “good” 
years. 

Because of the effect of this tax struc- 
ture on incentives to risk capital invest- 
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ment, it seems desirable that double taxa- 
tion on corporate profits be eliminated, if 
private industry is to have a chance to 
provide substantially full employment. 
One method of handling this problem was 
recently proposed by Federal Reserve 
Board Chairman Marriner S. Eccles. In 
an address before the National Industrial 
Conference Board, Mr. Eccles suggested 
that “the corporation be permitted to take 
out of its taxable income that part of its 
profits which it distributes as dividends.” 
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In this manner, double taxation of divi- 
dends would be eliminated and there 
would be an inducement for corporations 
to distribute as dividends, earnings not 
required in the business. 

If we are to attract the large amount 
of risk capital required to finance the in- 
dustrial expansion necessary to provide 
high-level employment after the war, 
action will be required to eliminate double 
taxation on corporate profits. This is a 
must on any post-war tax program. 





POST-WAR CAPITAL FOR NEW VENTURES 


F we are to solve the problem of post- 

war unemployment, new business and 
industries must be encouraged. It is in 
this area of the economy, therefore, that 
the question of new financing will be most 
important. Overall totals showing that 
American industry has retained out of 
earnings some $20 billion during the 
war do not mean that all companies 
will have adequate funds. On the con- 
trary, new businesses, particularly small 
firms, will probably be faced with serious 
capital inadequacies. Such firms usually 
obtain the funds they require from local 
capital or must depend on accumulating 
retained earnings. Because of their size, 
the capital market is usually not open 
to them and in cases where it may be, 
the expense of a registered public secur- 
ity offering may prove to be excessive in 
relationship to the amount of capital re- 
quired. If capital cannot be raised from 
local sources or from retained earnings, 


the financial position of the business may 
be weakened because of excessive borrow- 
ing and become more vulnerable to any 
temporary adverse development. 

The major source of funds for expan- 
sion in new industries in the past has 
been from earnings ploughed back in the 
business. Industries such as the automo- 
bile industry, for example, have financed 
the major part of their growth in this 
manner. Under present tax laws, how- 
ever, the amount of capital that can be 
accumulated through this source for ex- 
pansion is necessarily limited. While it 
is probably true that after the war the 
excess profits tax will be eliminated, it 
may be questioned whether, with a high 
normal tax on corporate earnings, suffi- 
cient funds can be retained to finance the 
expansion so necessary to post-war jobs. 

It is vitally important, therefore, that 
one of the first tax adjustments for the 
post-war period be designed to make it 
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possible for small business and new in- 
dustries to retain a large part of their 
earnings to finance necessary expansion 
or to pay the dividends necessary to at- 
tract new capital. In the absence of such 
measures, the incentive to invest in such 
businesses will necessarily be reduced. 
Prevailing low returns on investments, 
coupled with double taxation of stock- 
holders, and the wage-cost squeeze under 
price ceilings now and competitive econ- 
omy later, put the issue out of balance. 


It may be argued that since there will 
be a large amount of savings available, 
such firms can readily obtain the funds 
that they need. But as has been pointed 





a 


PROPERT EcCONnOMmi! 


TRUSTS and ESTATES—December 1944 


out in a recent study, “because of the 
imperfections in the capital market, it is 
quite conceivable that equity capital may 
be scarce at a time when there is general 
oversavings in the economy.” There will 
undoubtedly be many opportunities for 
the investment of local capital. But these 
opportunities will be accepted only if the 
potential returns are commensurate with 
the risks involved in such enterprises. A 
favorable tax climate is an indispensable 
prerequisite to induce the flow of capital 
to new ventures. 


Credit for Small Business 


Small businesses in Delaware have been 
assured of receiving adequate bank credit 
in the post-war period. Seven Wilmington 
banks have formed a $7,500,000 bank credit 
group to create effective machinery for pro- 
viding adequate credit to small business far 
in advance of the time when credit is ac- 
tually needed for post-war activities. The 
organization is to be known as the Bank 
Credit Group of Delaware. 


The seven banks which have formed the 
group are all member banks of the Wil- 
mington Clearing House Association. They 
are the Central National Bank, the Dela- 
ware Trust Company, Equitable Trust Com- 
pany, Farmers Bank at Wilmington, Indus- 
trial Trust Company, Security Trust Com- 
pany, and the Wilmington Trust Company. 


The Bank Credit Group of Delaware will 
not directly solicit loans nor will such activ- 
ity be undertaken by any of its members 
for the account of the group. Applications 
will originate with local banks. The origin- 
ating bank, however, except under extra- 
ordinary conditions, must participate in 
every loan accepted by the group. 

The purpose of the group is “‘to imple- 
ment, augment and undertake the financing 
(through loans or other credit accommoda- 
tions) of small and medium-sized business 
concerns in Delaware and surrounding ter- 
ritory during the present reconversion pe- 
riod, which is expected to continue after the 
cessation of the present hostilities, by parti- 
cipating with local originating banks located 
in the state and surrounding territory in 
financing risks so undertaken which may be 
in amounts, for periods or upon terms or 
under conditions which may make usual 
banking accommodations unavailable.” 


Banks in other cities have formed or are 
forming similar groups. 
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INDIRECT WAGE INCREASE POLICY 


HE National War Labor Board has 

refused to recommend either a con- 
tinuation or an abandonment of the Lit- 
tle Steel formula. The final decision on 
this. matter has been passed on to the 
President. The Board, however, has 
ordered a number of indirect wage in- 
creases. Liberalized vacations with pay, 
night shift differentials, and the elimina- 
tion of intra-plant inequalities will mean 
an increase of between five and ten cents 
per hour in the average earnings of steel 
workers. The Board has also recom- 
mended that severance pay be granted to 
steel workers in plants which are perma- 
nently dismantled. The Board refused 
to approve the elimination of geograph- 
ical wage differentials, group insurance, 
guaranteed annual wage, sick leave, and 
several other minor demands. 


The net result of the Board’s decision 
is to increase the pay received for the 
same work. The combination of higher 
costs and more purchasing power in the 
hands of individuals will result in some 
increase in the inflationary pressure on 
the price level and will thus complicate 
the problem of control. It will also mean 
a higher burden of costs in the post-war 
period and hence may have repercussions 
on employment at that time. Finally, 
these concessions will encourage other 
groups of workers to attempt to obtain 
indirect concessions in an effort to in- 
crease their weekly take. 


The decision in this case indicates 
clearly that the role of the Little Steel 
formula in wage stabilization has been 
subject to much confused comment. 
Changes in basic hourly wage rates have 
been only one factor, and a relatively 
unimportant one, in determining the 
weekly earnings of wage earners. Thus, 
although the Little Steel formula permits 
a 15% increase in basic hourly wage 
rates from the level prevailing in Janu- 
ary 1941 (the actual increase in basic 
hourly rates has been about 18%) weekly 
earnings have increased by more than 
70 per cent during this period. In other 
words, the increases permitted under the 
Little Steel formula have contributed 


only about one-fourth of the total in- 
crease in weekly earnings. The balance of 
the increase has been due to longer work- 
ing hours, premium overtime pay, up- 
grading, shifts to higher paying indus- 
tries, merit increases, etc. The new in- 
creases granted by the War Labor Board 
add to those permitted outside of the Lit- 
tle Steel formula. 


The increases in wages granted in the 
steel case have dented the line against 
inflationary price increases a little, but 
it still is not broken. Stabilization Di- 
rector Fred M. Vinson recently stated 
“We cannot afford to relax our efforts... 
Our price and wage policies must aim for 
economic stability in war.” It is to be 
hoped that the President accepts this ad- 
vice when he finally decides what shall 
be done with the Little Steel formula. 


Inspired comment from Washington 
indicates that the wage line will be held 
until victory in Europe is achieved. At 
that time, however, it is apparently plan- 
ned to increase wage rates to offset the 
decline in weekly earnings caused by the 
reduction in the length of the work week 
and the shift back to lower paying civil- 
ian jobs. The excuse offered for such a 
wage increase is that consumer purchas- 
ing power will be inadequate to maintain 
high level employment. 


There is no evidence to support this 
conclusion for the period from V-E Day 
to V-J Day. Purchasing power will still 
exceed by a wide margin the available 
supply of goods and services at current 
prices. With an annual government de- 
ficit running at $20 to $25 billion, at 
that time, it is difficult to visualize a 
deficiency of purchasing power. More- 
over, there may be a greater pressure on 
prices resulting from the greater willing- 
ness to spend because of the hopes of 
early final victory. In addition, the pro- 
duction of civilian goods will still be 
limited because of the time it will take 
to reconvert. 

Under these conditions a further in- 
crease in wage rates will mean higher 
unit costs and inevitably will also in- 
crease the pressure for a rise in prices. 





F our recent national election and the 

preceding primaries proved one thing 
above all others it was that the United 
States wants no part of Isolationism. 
Many men prominent in both major par- 
ties have been purged from public life 
because they were tarred with that stick, 
rightly or not. By our own choice we 
have rejected all theories of “mind our 
own business and let the rest of the world 
mind theirs.” With both parties stand- 
ing squarely for World Collaboration it 
perhaps mattered little which prevailed 
so far as this issue is concerned. 


What both candidates failed to stress 
was what will be required of each indi- 
vidual in this World Order program. If 
through failure to know, or knowing we 
persist in thinking that World Collabor- 
ation is only a principle to which we 
subscribe without the necessity of our 
doing anything more about it, we prob- 
ably are in for something of a shock. To 
attain the most important of the Four 
Freedoms—Freedom From Fear—can 
only mean the maintenance of a world 
police force which can curb aggression 
whenever it appears. 


One of the 24 full-color paintings, depicting military events, offered by the 
Dixie Cup Co. to banks and department stores for exhibition in connection 


with the 6th War Loan. 
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THE PRICE OF INTERNATIONALISM 


The second, Freedom From Want, 
means in a material sense a huge expense 
for many things. There is no way in 
which a magic wand can be waved over 
our economy to produce them without 
active participation by citizens. It will 
mean many personal sacrifices, not only 
in foregoing increased income to which 
we thought we might be entitled when the 
war is over, but probably the allocation 
of a considerable portion of what we 
now have to this new World Order pro- 
gram, through taxes, bond purchases and 
otherwise. 


A Question of Priorities 


Aside from what is required in both a 
personal and a material way, there is the 
question of priorities. What comes first, 
our own domestic desires, or the needs of 
the world at large? We have come to 
know that in a war to secure peace the 
needs of a war come first. It seems clear 
that whatever is required to preserve 
peace and safety, if the plan is made to 
work, must likewise come first, perhaps 
to a lesser extent but surely to the extent 
necessary. We may and probably will 

find that many of our de- 
sired plans for more and 
wider. social security for 
ourselves are impossible 
of fulfillment because 
our national income can- 
not be stretched to meet 
both our own and the 
world’s needs and that 
we have already dedi- 
cated it to the latter. In 
short, we cannot have 
World Collaboration only 
if and to the extent that 
there is something left 
after the needs of our do- 
mestic economy are sat- 
isfied. We can be Inter- 
nationalists, as we have 
elected to be, or we can 
be “gimmes,” but we 
cannot be both. 


Harry L. Stanton, 
V. P., Detroit Trust Co. 
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POST-WAR TAXES 


Individual vs. Corporate Tax Reduction 


G. SIDNEY HOUSTON ; 
Manager, Investment Research, First Bank Stock Corporation, St. Paul and Minneapolis 


T might be interesting from an aca- 

demic standpoint to attempt a wholly 
new concept of federal taxation, ignoring 
all that has been and substituting what 
we concluded was the ideal method of col- 
lecting revenue. But such a procedure 
would be a waste of time and effort be- 
cause no one has yet devised a perfect tax 
system and it is improbable that we 
should do so. Tackling the problem from 
a realistic standpoint confronts us with 
three important questions: (1) how much 
will post-war Federal Government cost, 
(2) how much income will the people 
have, and (3) what is the most practical 
way to get the money from them. 


(1) Unless there is a sharp change in 
the price level, or a distinctly different 
world pattern than we now anticipate, post- 
war government expenses in the vicinity of 
$18 billion should be adequate for all of 
the needs and some of the frills which the 
politicians will demand. This would be 
roughly divided, one-third for interest on 
the public debt, one-third for military ex- 
pense, and one-third for ordinary expenses 
of the government. This estimate has been 
supported by several independent studies 
of the subject. 

(2) Carefully prepared estimates have 
indicated that we should have full employ- 
ment with approximate wartime prices in a 
range somewhere between $120 and $135 
billion of income payments. Considering 
that these estimates have some different 
assumptions in the price level, there is prob- 
ably not much more than $10 billion dispar- 
ity between them. A recent more detailed 
study sponsored by the Falk Foundation and 
conducted by the Brookings Institution esti- 
mates that the 1947 national income will be 
in the neighborhood of $123 billion. 


(3) In spite of all arguments to the con- 
trary, it is fair to assume for social and 
political reasons that with some minor mod- 
ifications, we shall retain the excise taxes 
on liquor, tobacco, and gasoline, together 
with existing estate and gift taxes and cus- 


From address before the 14th Mid-Continent 


Trust Conference, Nov. 9. 


toms. If these are levied at the rates in- 
cluded in the 1942 law, it is not unreason- 
able to estimate that they, together with 
the miscellaneous receipts of the Treasury, 
would approximate $4 billion. The remain- 
der of the tax bill would approximate $14 
billion, and the only possible sources of rev- 
enue likely to be used by the Federal Gov- 
ernment in the post-war period are: indi- 
vidual income taxes, corporate income taxes, 
a retail sales tax, and additional excise 
taxes. Of course, some of these will be 
vigorously opposed in Congress. 


Brunt on Individual Incomes 


Certain people have enunciated the theory 
that taxes in the last analysis must be paid 
by individuals; the tax is not borne by a 
hammer, a saw, or a radio, nor can the im- 
personal corporation pay any of the tax 
itself. All taxes levied against these inani- 
mate or intangible sources must eventually 
fall on the individual. It is, therefore, pro- 
posed to utilize the individual income tax 
as a means of levying all or substantially 
all of the $14 billion. 


This proposal is based on the assumption 
that out of the national income each dollar 
received by the individual is taxed in ac- 
cordance with his ability to pay taxes. This 
is grossly in error; actually the federal in- 
come tax falls very heavily on certain in- 
come recipients and not at all on others. 
In 1942, when it is estimated the national 
income was $115 billion, the preliminary 
figures of the Treasury show that the gross 
amount included in all income tax returns 
was $88 billion. The $27 billion difference 
represents amounts received by individuals 
with incomes too small to require them to 
file a return, a small amount representing 
income from tax-exempt securities, and a 
substantial amount of tax evasion. The $88 
billion was further reduced by $13 billion 
of income not subject to tax because of off- 
setting losses, $7 billion representing statu- 
tory deductions such as interest and contri- 
butions, and $30 billion representing per- 
sonal exemptions and credits for dependents. 
This leaves $38 billion of net income, against 
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which the surtaxes were levied. Thus, only 
approximately one-third of the national in- 
come was reached by the income tax and 
two-thirds went entirely tax free. This ac- 
counts for the very high rates that are 
necessary in order to obtain substantial rev- 
enue from this source. 


From some calculations made by _ the 
Treasury Department, we can estimate that 
the present income tax rates will raise ap- 
proximately $13 billion from individual in- 
come taxes with about $120 billion of in- 
come payments and approximately $15 
billion at $135 billion of income. Thus it 
ean clearly be seen that we might approx- 
imately balance our proposed budget by 
leaving the existing individual tax rates 
where they are. If you are satisfied to re- 
lieve the corporation of all federal taxes, 
do away with the miscellaneous excise taxes, 
and leave the individual subjected to vir- 
tually his full wartime tax load, then your 
tax plan can be considered complete at this 
point. But it can be pretty well accepted 
as a foregone conclusion that it will not 
appeal to the members of Congress, who 
after all are elected by the individuals and 
not by the saws, hammers, and corporations. 


Alternative: Corporate Income Tax 


Thus far our list of unused taxes includes 


only the corporate tax, a sales tax, and the 
retention of certain of the miscellaneous 


excise or nuisance taxes. In order to give 
relief to the individual, it will be necessary 
to utilize one or all of these, which reach 
into the untaxed two-thirds of the national 
income. From a practical political stand- 
point the one most likely to be considered 
first is the corporate income tax. 


Many writers have indicated that the 
tax on corporate earnings is in effect a tax 
on the stockholders. This is only partially 
true because the tendency of corporate 
management is always to maintain the 
profit margin. Hence, when all competitors 
alike are subject to a tax, there is a natural 
tendency to pass along as much as possible 
of it in higher prices. It is possible that 
there is also a tendency to hold wages down 
to some limited extent. A glance at some 
of the figures of our huge retail organiza- 
tions shows that in the past eight years 
their federal taxes have been raised more 
than tenfold and the total paid in their 
latest fiscal year is more than double the 
net earnings after taxes in the earlier pe- 
riod, and with it all their net income in 
dollars is up substantially. 

If corporations should be subject to some 
tax, the next question to determine is to 
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what extent should it be used. We can 
approach this problem by first attempting 
to determine the maximum limits of a cor- 
porate tax. We have seen clearly demon- 
strated through the wartime taxes on 
corporations the fact that corporate waste, 
extravagance, and inefficiency will thrive 
when the tax burden is too high, or, in other 
words, when the management takes the 
attitude that the government is standing a 
heavy percentage of the expense. There 
seemed to be little indication of waste and 
inefficiency under the pre-war taxes ranging 
up to 24 per cent; these could be raised to 
40 per cent with only minor decline in 
corporate efficiency, but certainly anything 
beyond 50 per cent would tend to increase 
waste and extravagance. 


The real question of how high these taxes 
should be depends upon the extent to which 
individual income taxes should be lowered, 
because the revenue lost from one source 
must be obtained from some other tax. 
Removal of the present 3 per cent normal 
tax, which is the most productive part of 
the individual income tax structure, would 
lower the revenue by about $2.5 billion. Will 
the average individual be satisfied with this 
reduction in his taxes? This will still leave 
individual incomes subjected to tax rates 
ranging from 20 to 91 per cent. If you were 
to reduce corporate taxes to their pre-war 
level of 24 per cent, with appropriate steps 
for small corporations, you might get about 
$3 billion from this source. This would 
permit removal of the normal tax on the 
individual, plus about 1 per cent on the ex- 
isting surtaxes. Is that enough? Also, do 
you consider it fair to put the corporate tax 
back to the 1940 level and leave the indi- 
vidual subjected to such excessive increase 
in his taxation? By this process of trial 
and error, you may arrive at the conclusion 
that you should go as far as possible in col- 
lecting revenue from the corporation in 
order to relieve the individual. At the pres- 
ent time, the probable approximate maxi- 
mum is the 40 per cent rate already indi- 
cated, with appropriate steps for small cor- 
porations, and this could be expected to 
produce about $5 billion in revenue, reducing 
the requirements from the individual in- 
come tax to approximately $9 billion. 


Double Tax 


The retention of the corporate tax raises 
the old bugaboo of the so-called double tax 
on corporate earnings. This is not strictly 
a double tax. The corporation executives 
will make every effort to pass on the tax 
and in most instances they will be success- 
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ful. That the corporate form is neverthe- 
less at a disadvantage as compared with a 
partnership or a proprietorship also can be 
clearly demonstrated. It would, therefore, 
appear desirable that some compromise be- 
tween the extremes should be made in the 
interests of fairness and also to stimulate 
the investment in equity capital which 
otherwise will be at a disadvantage when 
compared with borrowed capital. None of 
the suggestions made to accomplish this 
is perfect, and the use of any of them will 
necessarily reduce the revenues that would 
otherwise accrue to the Treasury and con- 
sequently will necessitate an increase in the 
individual tax rates. The so-called British 
System would complicate greatly the filing 
of returns (if such a thing is possible), it 
would cause the Treasury the maximum loss 
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ly high normal individual tax. The adoption 
of either one of these will necessitate mod- 
erately higher individual rates. 


Individual Rates 


But $9 billion is still a lot of money to 
raise from individual taxes; in all the years 
up through 1940 the largest amount raised 
from this source was less than $1.5 billion. 
About 80 per cent of the revenue will come 
from taxpayers with incomes of $5,000 and 
less; hence, in fixing the rate schedule the 
first step is the important one. What is 
done with tax rates on individuals with in- 
comes above $100,000 is largely political, 
because the additional revenue received by 
raising the tax rates in that area is not of 
great consequence. In order to raise $9 
billion from individual income taxes, we 


because the corporate tax is largely de- 
ductible by individuals, and it would neces- 
sitate substantial refunds to individuals in 
the lower and medium income brackets. 


The two simplest methods are an elimin- 
ation of a portion of the dividend received 
from the gross income of the individual and 
the exemption of the dividend from the fair- 


can get a rough idea of where the tax rates 
would have to be by comparing with the 
1942 revenue, when national income pay- 
ments were $115 billion and the treasury 
received $9 billion from these taxes. The ° 
schedule of rates in that year ranged from 
19 to 88 per cent. Depending upon your ap- 
praisal of the level of national income, you 
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might raise this $9 billion figure somewhat, 
but at $135 billion of income payments these 
rates might not produce more than $11 bil- 
lion. 

Averaging our ideas on national income 
payments, we might get our starting rate 
down to say 17 per cent, with a top rate of 
80 or 85 per cent. Practical politicians who 
have been shown this situation are not at 
all happy to find that the first dollar of 
individual income must be taxed at 17 per 
cent with no increase in the exemptions. 
They would like to reduce that rate and in- 
crease the exemptions. It seems reasonable, 
therefore, that from the political angle 
alone, other methods will be carefully ex- 
amined to find means of reducing the high 
starting rate on individual incomes. 


Additional Excise and Sales Taxes 


The country has become reasonably ac- 
customed to a lot of excise taxes, some of 
which have been in existence since before 
the income tax was instituted. It would 
seem reasonable to feel that at least some 
of these taxes might be retained. If the 
ladies raise too much objection to continu- 
ing the tax on their cosmetics and handbags, 
the politicians will doubtless feel compelled 
to reduce or eliminate these taxes. At the 
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rates in the 1942 law, which were not con- 
sidered too oppressive, about $1.2 billion 
could be raised from these excise taxes. 
The bulk of them falls on what are normally 
considered luxuries (possibly cosmetics ex- 
cepted) and the tax can be avoided by the 
individual not making the purchase. If 
these taxes were retained, we should reduce 
our requirements from individuals to about 
$7.8 billion, and, by experimentation, we 
should find that our starting rate could 
probably be reduced to around 15 per cent, 
with possibly a top bracket around 75 per 
cent. No politician is likely to be very 
happy with even this result. He will be 
under pressure from labor organizations to 
raise the exemptions and reduce the starting 
rate. He will be told that the white collar 
class is being strangled by the high rates 
to which they are subjected, and the upper 
income group will undoubtedly be motivated 
to avoid risk ventures and seek more secur- 
ity for their investments, even though their 
income is thereby reduced. 


There is only one possible answer left if 
these pressures become too great, and that 
is a federal retail sales tax. That such a 
tax has been opposed on the political ground 
that it taxes the income of the widow and 
orphan must be recognized. A federal sales 
tax, once instituted, would probably be the 
least objected to by the rank and file of the 
American citizen. This has been the ex- 
perience of most of the states that have 
utilized this form of taxation. 


We have now seen that our path has con- 
stantly narrowed until it is almost a one- 
way street. There will not be nearly the 
leeway in post-war tax revision that has 
been assumed by numerous writers. Among 
the tax plans deserving careful considera- 
tion, the major point of difference is 
whether we shall have high individual taxes 
with low corporate taxes, or whether we 
shall have relatively high corporate taxes 
with some substantial reduction granted to 
the individual. The American public’s 
thinking on the subject must be transmitted 
to the members of Congress. I support the 
theory that heavy corporate income tax 
rates are not as harmful to the private 
enterprise system as are heavy individual 
income tax rates, and I firmly believe that, 
if the free enterprise system is again to 
furnish relatively full employment, we must 
have a tax system that will permit the in- 
dividual to invest his savings in new and 
expanding enterprises and to enjoy the 
largest possible proportion of the fruits of 
his labor and investment. 
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TECHNOLOGICAL DEVELOPMENTS OF THE WAR 
Their Effect on Post-War Industries 
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ATHER than a complete “revolu- 

tion” in industrial processes and ma- 
terials following immediately upon the 
heels of V-Day, there wiil be a very grad- 
ual application of our new knowledge, in 
a thoroughly orderly manner; in other 
words “evolution.” The “secrets” of our 
laboratories cannot long be withheld 
from American industry following V- 
Day, and any manufacturer who wants— 
completely and in a matter of days— to 
revamp his product or process to apply 
to all of the new ideas of which he can 
possess himself, will find his competitive 
advantage short-lived and economically 
unjustified. 


There is every indication that the 
American consumer will accept the same 
merchandise—with modest modifications 
—that he was shut off from three years 
ago. Naturally, he is going to expect that 
there will be new products for new pur- 
poses on the market in reasonable time 
and that the American manufacturer will 
improve his old line of staples at an ac- 
celerated rate in the post-war period as 
compared with the pre-war period. 


Wages and International Policy 


Two factors that will have a marked ef- 
fect upon the application of the new tech- 
nology which our war effort has created are 
wages and international policies. Wages 
have moved progressively upward in past 
months and all indications are that they 
will continue to do so. Consider for a 
moment what effect the higher wage stand- 
ard maintained after the war will have upon 
American industry. Take for example, the 
machine tool business and consider the new 
economic basis upon which machine tools 
will be designed where the going wage of 
the operator is substantially greater than 
it was up until recent months when the 
market was by many stated to be saturated 
with machine tools. Circumstances of this 
kind are primary factors to the complete 
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obsolescence of equipment, although rela- 
tively new. Machines must come which will 
be more automatic and efficient to out-bal- 
ance the operator wage differential. 


A large portion of the research scientists’ 
efforts is directed in the interests of na- 
tional self-sufficiency by replacing mater- 
ials imported from abroad with synthetics 
made at home. On the other hand, when 
the war is over, we might well be forced 
to expanded trade with the nations of the 
world as a means of stabilizing our own 
economy and reducing the possibilities of 
future wars. Such a situation may create 
artificial competition through subsidies with 
products made at home. One specific case 
relates to rubber. Many of our synthetic 
rubber scientists and manufacturers feel 
that in reasonable time our synthetic rubber 
can compete very satisfactorily with natural 
rubber purchased on the world markets, but 
if for other reasons, it becomes national 
policy to force the -importation of natural 
rubber by offsetting any price differential 
by subsidies, then the American synthetic 
rubber manufacturer will be up against a 
pretty tough proposition. — 


The emergency was so great and the need 
of synthesized material ‘so vital that it is 
of particular significance that generally 
speaking, the bars of secrecy between the 
laboratories of our nation and industry were 
let down and all scientific knowledge of 
direct use in the war has been pooled even 
though some of this knowledge cost the in- 
dividual manufacturer great sums of money 
and almost unlimited effort. The results of 
this pooling of knowledge and the voluntary 
mobilization of our scientific workers have 
been amazing. 


Specific Illustrations 


American scientists have greatly re- 
lieved the vital shortage of tin by develop- 
ing a new tin plating process which gives 
a better product and utilizes only slightly 
over one-half of the requirements of the 
standard pre-war process. 


To meet some of the food requirements of 
our: soldiers, the production of dehydrated 
foods jumped from fifteen to two hundred 
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million pounds in one year. However, there 
seems to be a growing feeling that as a 
general proposition the American public 
will not sacrifice the flavor lost in dehydra- 
tion of some foods, and there is a strong 
trend toward utilization of quick freezing 
and frozen food storage lockers in the home. 

One-hundred-plus octane gasoline and the 
supercharger have produced tremendous 
plane power and maneuverability. 

The fiberglas industry was hardly beyond 
birth four or five years ago. It now has 
taken on major proportions and revolves 
about two processes, one the production of 
glass wool and the other glass textile fibers. 

The new advances in tools, materials, and 
processes brought about by the advancing 
techniques of physics are indicative of what 
is going on in all fields of science. The 
electron microscope now enables us to ob- 
serve materials at 100,000 magnifications 
where heretofore we were limited by the op- 
tical microscope to the use of special wave 
lengths. X-ray diffraction techniques are 
being extended to new fields and one of 
particular noteworthiness is the study of 
molecular re-arrangement under changes of 
stress in a material. This opens new ave- 
nues of information regarding strength of 
materials, particularly in impact, heretofore 
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not understood. New forms of spectro- 
graphs are coming into use as labor-saving 
devices in high quality analytical work. High 
frequency induction heating, prior to the 
war considered as expensive and economical- 
ly justified for limited applications, has 
broadened its application manifold through- 
out American industry. Drying, curing, and 
heating of industrial products, cooking of 
foods commercially in containers, and other 
applications are phases that we can expect 
in the post-war era. Any company that has 
a process requiring heat might well look 
into the possibilities of this method. 

A successful device for recording of 
sound on fine wire recently was announced 
and may well revolutionize home enter- 
tainment and educational methods. Many 
believe that instead of reading books, we 
will be hearing books. 

The use of alloys in metals has expanded 
greatly as our knowledge of their benefits 
has increased. This development, along 
with the developments in low grade ore ben- 
eficiation to come, together with new meth- 
ods of casting and rolling will enable the 
heavy metals industry to maintain an in- 
creasingly important position. The produc- 
tion of magnesium has increased a hundred- 
fold during the war, and although a solution 
to the optimum applications of this new 
metal is not yet completely ready, the an- 
swer will be forthcoming. 

The lumber industry has increased its 
success with plywood and has recognized 
that this success can be extended to include 
laminated timber construction of great 
strength, beauty, and economy. The coal 
and gas industries are thinking in terms of 
the production of gas at the coal mines for 
distribution throughout the country as 
natural gas transmission lines become avail- 
able for this purpose. 

We can truly look forward to the coming 
years with enthusiasm for the success of 
American industry providing we recognize 
that the storehouse of technological infor- 
mation rests with our scientific people who 
are readily accessible to us and that the 
“know-how” of our operating management 
is one of our greatest assets. 

The banking fraternity will have a greater 
opportunity to cooperate with industry, par- 
ticularly after it realizes the importance 
of technology in the industrial scene and in 
its financing. The value of technology and 
the alertness of management to recognize 
and take advantage of it will become as 
important a factor as good management it- 
self and the balance sheets in the determin- 
ing of sound financing for industry. 
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PURCHASING POWER ADEQUATE AFTER V-E DAY 
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JULES BACKMAN 
Economics Editor, Trusts and Estates: Asst. Prof. of Economics, New York University 


NEW argument has been advanced 

to justify higher wage rates. After 
victory in Europe is achieved, there will 
be a large cutback in war orders. Of 
course, this cutback will eliminate some 
overtime payments. It will probably 
cause some temporary unemployment. 

As a result of this cutback of war or- 
ders, it is claimed there will be less pur- 
chasing power and, therefore, workers 
won’t be able to buy the products of in- 
dustry. The result will be a downward 
spiral of deflation and unemployment. 

Let’s look at the facts of the case. This 
year, after we have paid our personal in- 
come taxes, the total income of the Amer- 
ican people will be about 130 billion dollars. 
However, at today’s prices, there are only 
about 95 billion dollars worth of goods and 
services available to us. The difference be- 
tween these two amounts—35 billion dollars 
—for the most part has been saved. How- 
ever, this sum represents one of the most 
potent threats to the stability of living costs. 
A shift in psychology from saving to spend- 
ing could blow the roof off our price sys- 
tem. 

Apparently, labor’s deflation scare is 
based on the assumption that this large vol- 
ume of excess purchasing power is the nor- 
mal situation. We are told that any sig- 
nificant reduction will create unemployment. 
This just is not so. 

The reduction in wage payments and 
other income payments after victory in 
Europe will, in the first instance, reduce 
the dangerous 35 billion dollars. 

A reduction in this excess volume of con- 
sumer buying power would not be an un- 
healthy development. On the contrary, it 
would modify the _ serious inflationary 
threat which is present in our economic 
system today. 

This brings us to another question. Will 
this decrease in purchasing power be so 
great that instead of having too much, 
we will have too little buying ability? For 
the period from the end of the war in 
Europe to the end of the war in Japan, the 
answer is NO. 

The main source of excess purchasing 


power has been the government deficit 
financing, that is, the failure to cover all 
government spending by taxes. After V-E 
Day, we will continue to have a large deficit. 
During October, for example, our Govern- 
ment spent some 8 billion dollars mainly on 
the war effort. 

While we are finishing off the Japs, the 
Government will still be spending some 5 
billion dollars a month. Government tax re- 
ceipts will probably run between 3 and 3% 
billion dollars. This will leave us with a 
monthly deficit of at least 1% to 2 billion 
dollars or approximately some 20 to 25 bil- 
lion dollars a year. With a deficit of this 
size, we will still have a large amount of 
excess buying power. 

These figures indicate why War Mobiliza- 
tion Director James F. Byrnes recently 
stated that inflation rather than deflation 
will continue to be our main problem after 
V-E Day and why, therefore, it will be neces- 
sary to maintain firmly our policy of hold- 
ing the line. 

Since we shall have adequate buying 
power during that period, what will deter- 
mine whether or not jobs can be found for 
displaced war workers and returning veter- 
ans? The answer to jobs is the speed with 
which we reconvert. When war production 
is cut back, time will be required to clear 
out government owned machinery. Time 
will be required to install machines and 
equipment to produce peacetime goods. In 
short, time will be required to unscramble 
the productive mechanism which has been 
geared to wartime needs. 

In other words, from the time we beat 
the Germans until the Rising Sun is set, un- 
employment will be due to the time required 
td overcome the physical problems of recon- 
version—not to an insufficiency of consumer 
purchasing power. 

The time it will take to make available 
new automobiles and other products we have 
not had during the war will not be cut by 
one day if the Little Steel Formula is now 
broken. On the contrary, an increase in wage 
rates can only create new problems—prob- 
lems which if anything will retard rather 
than speed up the availability of jobs. We 
should not scrap the Little Steel Formula. 
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COOPERATIVE ROLES FOR EMPLOYEES 
The Public Relations Job, Starts at Home 
Editorial 


MPLOYEE -MANAGEMENT rela- 

tions constitute perhaps the most 
important single issue facing the larger 
banks as well as industries in the months 
ahead. If any confirmation of this fact 
were needed, one could cite labor unrests 
and personnel problems or analysis of the 
last election returns which showed how 
far divided are the views of the majority 
of workers and of owners or managers. 
Or more constructively, we could view the 
excellent results—to labor, capital and 
consumer alike—where modern methods 
and facilities for cooperation have been 
part of a definite program, in such lead- 
ing concerns as the Lincoln Electric Com- 
pany, Nunn-Bush Shoe Company and 
many others of national repute. Several 
large banks have also made some excel- 
lent progress in cooperative action (in 
small ones it is not a matter of organiza- 
tion or plan so much as of the personality 
and good business sense of the chief exe- 
cutive). 

There are three ways to approach the 
issue of Employee Relations; only one 
holds definite promise of mutual benefit. 
First is the approach which has in the 
past been perhaps the chief cause of 
alienating employees as potential and log- 
ical friends of management and capital: 
the attitude of managements’ which 
“fight” any and all changes, which treat 
labor as they do machines, and which still 
think that, in spite of the great growth 


of unions, “it can’t happen here.” These 
are the foolish ostriches, with their heads 
in sands that are fast running out. 

Secondly are the executives who are 
too busy or too immersed in internal oper- 
ations to sense the underlying causes of 
our present so-called “socialistic” trend 
or to realize the advantages that can ac- 
crue by mutual understanding and oppor- 
tunity. These managers think they are 
the representatives only of the stockhold- 
ers (in particular the more vocal direc- 
tors). They will be caught up more and 
more by “demands” put into effect by 
labor unions, and will continue to be 
viewed by their employees as suspicious 
characters. 

*% * * 

HE other approach is the tradition- 

ally American way: the voluntary, co- 
operative seeking of means to promote 
common interest. If banks, like business- 
es, do not initiate sound programs for 
bridging the gap of interest between em- 
ployee and employer, they may be forced 
to measures which will only build antag- 
onism. There is neither grace nor credit 
in forced concessions. 

Labor - Management Committees in 
4,000 war plants with 7 million employees 
have pointed the way and proven the 
theory that it is just plain good business 
to encourage employee participation in 
operating and promotional as well as per- 
sonnel matters, through well-devised pro- 
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grams. While banks have some different 
aspects, many points of contact are in- 
trinsically the same. In fact there will be 
little security for stockholders unless and 
until employees see the identity of their 
interests. Banks should be the first to 
recognize this. To take an example, the 
well-rounded program of employee-man- 
agement relations developed through the 
years by the Lincoln Electric Company, 
has resulted in such increased efficiency 
that not only has the average annual pay- 
roll of employees and net earnings risen 
steadily and to high figures, but the cost- 
to-consumer of their products has as 
steadily declined. 


There has undoubtedly been too much 
seeking after a royal road to inflated in- 
comes, too much worshipping of the false 
god of security, too much talk about Priv- 
ileges and not enough about the Responsi- 
bilities that they engender. But too few 
members of the staff know the facts of 
economic life. There are many ways that 
good employees can contribute to com- 
pany or bank welfare, if given the chance. 
Plans for World Collaboration start with 
Company collaboration. 


New days are ahead, and new oppor- 
tunities for bank executives and employ- 
ees, given adoption of plans which en- 
courage mutual objectives. As we see 
general acceptance of the once novel ex- 
periments in group insurance, hospitali- 
zation, and more recently, pensions, we 
begin to wonder at the causes and effects 
—to seek a pattern and a philosophy. 
Suggestion systems have been in opera- 
tion for many years in some banks and 
trust companies—successfully where they 
are integrated with management policy, 
ephemeral where they were “a box on the 
wall.” This can be a good kind of “idea- 
ology;” in one bank 35% of all sugges- 
tions have been found usable. Other trust 
banks, like The Northern Trust Company 
and the Chicago Title & Trust Company, 
have active employee operating commit- 
tees, or “Work Simplification” programs 
performing in good style and effecting 
important economies. 


A healthy development, in tune with 
the times, is the establishment of bank 
profit-sharing plans for employees. Har- 
ris Trust & Savings Bank of Chicago in- 
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augurated such a plan as early as 1916, 
the Peoples-Pittsburgh Trust Company 
started one in 1940, The Bankers Trust 
Company of New York just announced, 
coincidentally with recent dividend no- 
tice, its intention to set up a profit-shar- 
ing plan early next year. 


These are constructive measures. More 
and more attention is being given, how- 
ever, to integrated programs which align 
the varied employee interests—from so- 
cial affairs to new business and operating 
procedures—in a single board or commit- 
tee in which the employees participate or 
work in conjunction with the manage- 
ment. The Junior Advisory Board—as 
successfully operated in the Equitable 
Trust Company of Baltimore since 1934 
and in the Equitable Trust of Wilmington 
since 1941—is the best example of such 
integration. Through such a board—or- 


iginally selected by management, and 
then self-perpetuating—the new and the 
old employee is given a channel for his 
ideas. Avoiding the curse of paternalism, 
the existence of such an employee council 
provides a democratic forum which makes 
one feel his identity with the company 


and enables him to attain better under- 
standing of relationships of his job and 
his department with the others. 


Such advisory organizations, through 
their directors, committees and members, 
not only provide scope for self-govern- 
ment in the best sense, but are invaluable 
to pride and morale, and have a wide var- 
iety of practical and beneficial results to 
the individual and to company operating 
efficiency and business development. By 
such means employees and management 
work as a team and both human and busi- 
ness values are developed to mutual gain. 


Following are references (in Trusts 
and Estates) to reports on activities of 
such committees and boards as described: 


The Multiple Management Plan—Page 
672, Dec. 1938 

Junior Advisory Board—P. 523, May 1940 

Why Not Try Democracy in Business? 
—Page 361, Apr. 1941 

Employee’s Part in Bank Management— 
Page 494, Nov. 1942 

Accomplishments of Junior Board—Page 
157, Aug. 1943 

Work Simplification System—Page 485, 
Apr. 1944 
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Pu the transfer and collection of funds, 
for banking services of any sort, for efficient 
trust management, for brokerage clearance 
services, for Pension or Profit-Sharing 
Trusts, for financial information in general 
and for Philadelphia information in 
particular . . . rely as others do on this 


Bank and its 78 years of experience. 


Fidelity-Philadelphia Trust Company 


Organized 1866 


135 South Broad Street, Philadelphia 9, Pa. 


Member Federal Reserve System - Member Federal Deposit Insurance Corporation 
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Sometimes the facilities 
of an out-of-town trust 
company are required for 
the proper management 
of your clients’ business. 


Monroe Street, east of LaSalle 





Your inquiries are always 
cordially welcomed. 











TRUST DEPARTMENT 
Harris Trust and Savings Bank | 


Organized as N. W. Harris & Co. 1882. Incorporated 1907 


HARRIS TRUST BUILDING, CHICAGO 
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14th MID-CONTINENT TRUST CONFERENCE 
Chicago, Nov. 9-10, 1944 


The Role of Trustees in Protecting 





EETING in an atmosphere doubly 
sobered by the travails of war and 
the continuance of  political-economic 
philosophies which require realistic re- 
adjustments in the business of capital 
management and usage, the 14th Mid- 
Continent Trust Conference brought to- 
gether more than 500 trust officials from 
the 18 states in this section and repre- 
sentatives from six other localities. Prac- 
tical topics of the day, from current 
operations and tax considerations to in- 
vestment and common trust fund ap- 
praisals, were merged with views on 
economic patterns which form the basis 
of the trust future. 


Notable was the preponderant atten- 
tion to interpretation of social and eco- 
nomic influences affecting the beneficiar- 
ies of, as well as the uses and needs for 
trust services, resulting in closer identity 
of public and internal interests. The 
contrast to both formal and cloakroom 
discussions of past years was marked in 
particular by the interest in the demo- 
cratizing of both wealth levels and trust 
functions. From the forthright tone of 
the conference it was evident that few 
defeatists were in attendance and the 
conviction was general that the business 
could adjust itself effectively to the ex- 
panding fields for the growing list of 
managerial services, and to post-war con- 
ditions. 


Adaptability the Keynote 


HE Corporate Fiduciaries Associa- 
tion of Chicago—which has long set 
an excellent example of cooperative work 
—again proved gracious hosts and able 
program organizers. In the opening ad- 
dress the association president, Mark 


Property Rights and Beneficiaries 





Lowell of the Continental Illinois Nation- 
Bank & Trust Co. appropriately pointed 
to the increased taxes on wealth—apart 
from war demands—as stemming from 
the basic change in political philosophy 
as it bears on the accumulation and re- 
distribution of private property in the 
upper brackets. 


There is grave question, he said, that 
personal trust business could go its ac- 
customed ways, with taxes—even though 
ameliorated after the war—generally 
precluding accumulation of large estates, 
and death and gift taxes rapidly siphon- 
ing off those in existence. Under the 
controlled money market and government 
policies, the yield on remaining invest- 
ments, he pointed out, has now declined 
to an all-time low, and a reversal of this 
trend is not likely in the foreseeable 
future. 


Trusts in the National Economy 


HE principle that, in union there is 
strength, applies not only to war but 
to business leadership, in developing, 
with labor and agricultural interests, a 
sound post-war economy of private enter- 
prise, according to Frederick Carroll of 
the National Shawmut Bank of Boston 
and president, A.B.A. Trust Division. 
Both as citizens and as trust men our 
duty is to understand, defend and aid in 
improvement of this system which is the 
foundation of not only our own business 
but of the protection of our beneficiaries, 
and of the private property rights of all 
who strive to meet their family obliga- 
tions for financial security, great or 
small. 
“What a fascinating story would re- 
veal itself if we went back to see where 
the money came from which has produced 
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the trust property now in our care,” Mr. 
Carroll remarked. “It would be the his- 
tory of the economic progress of our 
nation. Through all that thrilling his- 
tory of the creation, accumulation, and 
the holding of wealth, would stand out 
like a beacon light the fact that the op- 
portunity was created, maintained, and 
protected by our democratic government, 
our system of free enterprise, and our 
system of private ownership of property. 
It would also be a true portrayal of every 
human emotion, but the predominating 
emotion that inspired the individual to 
work and accumulate would be the desire 
to help and protect his wife, his children, 
or some person near and dear to him. 
These people we represent cannot do 
much to maintain and protect their bene- 
ficial interests against the encroachment 
of detrimental changes in our system of 
life in the United States, economically, 
socially, and politically.” 


The humanitarian views and principles 
of economic and social obligation no- 
where rank higher than they do in the 
trust profession, he noted, but “without 
the ability to keep and use private sav- 
ings there would be destroyed the possi- 
bility to fulfill the fundamental emotion: 
the desire to protect, which played so 
great a part in inspiring its creation.” 
Citing the personal trust as a major in- 
fluence in helping people to meet their 
responsibilites (and incidentally relieve 
the government, i.e. the taxpayer, of the 
burden) Mr. Carroll took issue with the 
idea of demagogues that trusteed wealth 
was either stagnant or a form of concen- 


Che 


SUMMIT TRUST COMPANY 
SUMMIT, NEW JERSEY 
Established 1891 


Resources over $15,000,000 


Large enough for broad experience 
Small enough to be personal 
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trated power. “That is a voice coming 
from an uninformed and_ unthinking 
mind,” he said, for all investment in- 
volves risk, and whether in bond or stock, 
or in long established enterprises, trust 
money frees other money for use as ven- 
ture capital. Further he suggested: 


“If we could put into the life of our 
nation, in every business, and in legisla- 
tive halls and executive mansions an un- 
derstanding of the relationship of trus- 
tee and beneficiary and make sure that 
the fundamental principle of trusteeship 
was followed in the consideration of any 
problem, before it was decided, as strict- 
ly and as conscientiously as the trust man 
regards and maintains it in his every day 
work, I know that every citizen in these 
United States would be the gainer, and 
a great many of our present-day ills in 
business and in politics would be cured.” 


No one in this country would suffer 
more than trust beneficiaries, said Mr. 
Carroll, if inflation should strike with any 
degree of intensity. The fact that during 
this war period there has not been great 
inflation, must not lull the trust man into 
a false sense of security. He must always 
be fearful of the péssibility of inflation, 
particularly when the war is ended, and it 
is his duty to warn against it and to do 
everything in his power to avoid it. Not 
only will our beneficiaries suffer, but 
every citizen and the nation will suffer if 
inflation strikes. 


Aiding Returned Veterans 


ANKS were urged to give every con- 

sideration to helping returning ser- 
vicemen in reordering their financial af- 
fairs and protection, by William Powers, 
deputy manager of the A.B.A., and by 
W. Randolph Burgess of the National 
City Bank of New York, president of the 
Association. Mr. Powers outlined func- 
tions of the three sub-committees on 
veterans affairs in contacting them as 
employee, as customer and as citizen of 
the community. On the first relationship, 
the question is raised of when they are 
returning and what they are entitled to. 
The banks must pick up where the gov- 
ernment leaves off, Mr. Powers said, and 
cooperate with the government, both as 
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sound business and public relations 


policy. 


Already, there are 1,300,000 veterans 
of this war, and some 55,000 men and 
women have entered the service from 
banks. Under the War Department’s 
system of priority discharge, based on 
sentiments revealed by polls of men over- 
seas, the factors to be considered include 
duration of service (abroad and in com- 
bat), family status, and special military 
skills still needed in service. 


Mr. Powers cited the law’s reemploy- 
ment provision that seniority is not af- 
fected by absence on military service; the 
period is treated as a furlough. A re- 
hired veteran may not be discharged 
without cause for a year. 


The A.B.A. Committee is studying 
what the banks can do for the returning 
veteran. Their chief role, Mr. Powers 
said, will be to inform members on both 
legal and moral obligations. The manual 
which the committee will issue in a 
month or two will include a summary of 
what leading banks consider obligations, 
and measures for determining veteran’s 
ability, need and facilities of retraining, 
(to be considered prior to return), salary 
and bonus position, job reclassification 
and refresher courses, especially where 
the available jobs are not the same. A 
financial reserve is recommended to take 
care of supernumerary employees instead 
of discharging substitutes. 


The regulations on business loans to 
veterans, still unsettled, will present cer- 
tain dangers, Mr. Powers observed. A 
sub-committee of the Committe on Pub- 
lic Relations will deal with problems 
arising when the veteran does not obtain 
what he expected from the banks, and 
correct misconceptions particularly as to 
loans, conditions of which need clarifying 
to avoid both disappointment and un- 
sound joan policy. Already they are be- 
ing asked about very widely, and are 
subject to much misunderstanding. 


The Price of Peace 


N a vigorous and dramatically visual 
portrayal of War in the Orient, Hon. 
Walter Judd, representative from Minne- 
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sota, gave to the packed audience at the 
banquet session a message which every 
Allied citizen should hear. Describing 
the courage and honor with which our 
Chinese allies—except the Communists— 
have fought, as we do, for the principles 
of freedom, he urged us to meet our 
promises with performance in supplying 
the sinews of war to a patriotic but bit- 
terly under-equipped and underfed na- 
tion, with whose people he has lived for 
many years. He warned against a 
“cheap” peace in the Orient, lest it be 
bought at the cost of irreparable loss of 
faith and integrity on the part of a great 
—in character as in number—people, 
with resultant war of the races later. The 
security of our own institutions can only 
be assured, he said, by supplying war 
goods and help now, and applying the 
principles of Freedom after victory is 
complete. 

(See Table of Contents for Conference 
addresses.) 


To Serve Veterans 


The Illinois Bankers Association has ap- 
pointed a special committee to service veter- 
ans’ banking interests in Illinois in cooper- 
ation with a similar committee of the Amer- 
ican Bankers Association, of which Chester 
R. Davis, vice president and trust officer of 
the Chicago Title and Trust Company, is 
Chairman. The committee will be headed 
by W. B. Allen, vice president, Continental 
Illinois National Bank and Trust Company 
of Chicago, and the vice chairman will be 
M. B. Stine, trust officer, First National 
Bank, Danville. 
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estate may be situated ... if there be 
real estate in Illinois, you will find it 
a matter of good judgment to suggest 
Chicago Title and Trust Company as 
ancillary administrator. 

This company was the first to qual- 
ify under the General Trust Company 
Act of the State of Illinois and it has 
been continuously active in trust ad- 
ministration since 1887. Our long 
years of experience in all types of 
fiduciary activity in this area, plus an 
unusual background in all real estate 
matters, qualify us to give you and 
your customers full cooperation on 
both corporate and personal matters 
in Illinois. 
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Report on Common Trust Funds 


The Legal Common Trust Fund of the 
Security Trust Company, Wilmington, Del., 
had an appraised value of slightly over 
$2,400,000 at the end of its fiscal year on 
July 31, 1944. The 240,166 units outstand- 
ing on that date had a value of $10.101. 
Distributions to participating trusts during 
the year totaled $.3847 per unit. At the 
year end, the Fund was invested as fol- 
lows (market value): 


U. S. Govts. 
Railroad bonds 
Public Utility bonds 
Industrial bonds 
Preferred stocks 
Common stocks 


$250,203 
525,130 
687,006 
49,625 
487,938 

- 406,962 


The Discretionary Common Trust Fund 
“A,” administered by Provident Trust Com- 
pany of Philadelphia, was valued at about 
$14,615,000 at its year end, October 31, 
1944. More than 1,000 trusts are partici- 
pating in the Fund, with current unit value 
of $10.11 (average cost $9.80). The yield 
on 1944 distributions was 3.48 percent based 
on current value and 3.59 percent on aver- 
age cost. The Fund was invested at the 
year end as follows: 


High grade short & medium term 
bonds (due within 12 yrs.) 25% 
Other high grade bonds & pre- 
ferred stocks __ 39% 
Medium grade bonds & preferred 
es : 13% 
Common stocks 23% 


In his introduction to the report, Pres- 
ident W. Logan MacCoy suggests the lift- 
ing of the $25,000 maximum participation 
per trust to $50,000. The following page 
points out how the advantages of the Fund 
may be availed of through creation of a 
living trust. 


Bank’s Common Trust Fund Approved 


Approval was given, effective December 
13, for establishment by The Continental 
Bank & Trust Co. of New York City of both 
a legal and discretionary Common Trust 
Fund. This is the second bank to qualify 
in the State, the first having been the 
Marine Midland Trust Co., also of New 
York City. 
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FOR BETTER COMMUNITY LIFE 


How a Trust Company Promotes Public Interests 


ee EAR Ye—Hear Ye; the inhab- 

H itants of Hartford town are warn- 
ed to attend the town meeting to be 
holden at the town hall the first Monday 
of this December at five o’clock of the 
evening ... by order of the Selectmen.” 

Since the first town crier called to- 
gether the people of the Plymouth colony 
back in the early days of the 17th cen- 
tury, the moderator’s voice has resounded 
throughout New England, where the 
most democratic of all forms of govern- 
ment—the Town Meeting—has held its 
council place in American life for over 
300 years. Here it is still an important 
unit of government and performs many 
of the functions, elsewhere identified 
with the county, which have been such 
vital factors in the development of re- 
sponsible citizenship and community well- 
being. 

In Connecticut, for example, the ma- 
jority of towns still preserve this form of 
government, which may seem _ better 
adapted than ever to our system of uni- 


versal suffrage, to give responsiveness to 
social and economic needs. It is the cen- 
ter of both the political and community 
life in scores of towns throughout the 
state. Some town halls, like those in 
Simsbury and Clinton, combine the best 
functional design with the most modern 
facilities, without cost to the citizens. 


A Center of Civic Life 


ry ‘HIS has been made possible by the 

| combination of bequests by civic- 
minded donors and the expert and con- 
tinuing administrative facilities of the 
modern trust company. The town hall of 
Simsbury is a $350,000 monument to the 
generosity of Mrs. Antoinette Eno Wood 
—a lifelong resident—who provided this 
fund in her will for the beautiful brick 
Colonial building which stands today in 
the heart of Simsbury, with its facsimile 
of an old clock tower a reminder of times 
past and times present. Her will directed 
that: 
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ENO MEMORIAL (TOWN HALL), SIMSBURY, CONN. 





“the central portion shall contain an audi- 
torium suitable for public meetings, lec- 
tures, concerts and dramatic productions, 
that one wing be set apart for the local 
organization of the Daughters of the 
American Revolution and the other wing 
for a museum or conference room, or 
such other purpose as the Town shall de- 
termine.” 


To carry out these instructions Mrs. 
Wood appointed the Hartford National 
Bank & Trust Company together with 
her brother William, her nephew Amos 
Eno Pinchot and Senator George McLean 
as trustees. Upon her death in 1930, 
architects’ plans were studied and, after 
the trust officer had harmonized the var- 
ious points of view, the building was 
completed in 1932. To make the gift even 
more helpful to the townspeople, Mrs. 
Wood left to the trust company a $75,000 
fund, the income of which they are using 
to maintain and keep the Hall in repair— 
thus relieving the local budget of this 
burden. 


The Village Trustee 


HE perpetual community benefits re- 

sulting from this type of memorial, 
and the successful manner in which it 
had been carried out by the trust com- 
pany being apparent to those who had 
watched this idea become a reality, Major 
William S. Andrews, for forty-five years 
an officer of the bank, provided in his 
will a donation of a similar amount for 
erection of a town hall in his birthplace, 
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Clinton. As executor the trust company 
consulted with the advisory committee he 
named, procured the most desirable build- 
ing site at a very reasonable cost from 
a public-spirited resident, and within two 
years after the death of Major Andrews 
turned over the keys to the Memorial 
Hall to the Board of Selectmen. As 
trustee of a perpetual trust which Major 
Andrews also created, the Hartford Na- 
tional Bank & Trust Company will con- 
tinue to. provide the necessary income for 
its maintenance. 


The ways in which a bank, as executor 
and trustee, and as financial advisor and 
consultant, contributes to community as 
well as family welfare are legion. In 
their counsels with public benefactors, as 
members of church, charitable and hos- 
pital boards, as “foster-parents” to or- 
phans through the years, trust officers, 
like the old village doctor and lawyer, 
have come to know both fortunes and mis- 
fortunes, to see the good that can come 
of intelligent charity, both to wards and 
to community. 


Education in “Useful Arts” 


NE of the most fundamental of these 

aids to social and economic better- 
ment being education, a visit to East 
Haddam is in order. There is a typical 
Connecticut village which has seen the 
era of the Yankee peddler give way to 
the modern distribution system, the 
blacksmith shop overshadowed by the 


THE RAY SCHOOL, EAST HADDAM, CONN. 
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modern industrial plant. 
One who observed this 
coming of age of the 
techniques of manufac- 
ture, this supplanting, by 
the machine product, of 
the traditional wooden 
nutmeg as the unofficial 
seal of the state, was 
Frederick L. Ray, whose 
family name is perpet- 
uated in the new Ray 
School of the town of 
East Haddam. The ori- 
gin of this unique center 
of learning traces back 
to 1926 when his will 
was found to contain the 
provision for a memorial 
fund to build “fan educa- 
tional institution offering courses of in- 
struction similar to those of a high school 
grade in which vocational instruction 
in manual training and the useful arts 
shall be emphasized.” 


It was his further intention that these 
facilities be supplied primarily for the 


benefit of local residents and so far as 
possible without cost to the pupils. Fore- 
seeing that his estate might be insuf- 
ficient to both build and endow the school, 
Mr. Ray permitted the Hartford National 
Bank & Trust Company, as executor and 
trustee, to postpone the building and ac- 
cumulate income in the fund. Costs were 
high in the ’20’s and the bank took ad- 
vantage of this provision to increase the 
value of the fund from $535,000 to 
$865,000 during the next thirteen years. 
By 1940 they decided, with the increased 
industrial activity and the need for tech- 
nical arts training in a world at war, 
to proceed with the program, and a 
technical high school was decided on as 
the medium best suited to the limitation 
of $100,000 which the will placed on con- 
struction and equipment expenditure. 


The problem of the building site, which 
Mr. Ray had suggested be on his prop- 
erty, difficult of access from town on a 
high bluff overlooking the river, was 
settled by the trust committee—in con- 
sultation with town authorities—select- 
ing a site adjoining the local high school. 


BRADLEY MEMORIAL HOSPITAL & HEALTH CENTER 


SOUTHINGTON, CONN. 


Since completion in the fall of 1941, the 
school has been run by a corporation - 
organized by the bank and its income of 
some $25,000 annually is used to pay 
teachers’ salaries and upkeep so _ that 
some 180 pupils are now receiving its 
modern technical education at no cost to 
the town. Against the possibility of the 
school becoming politically involved, his 
will makes the unusual provision that a 
majority of the board of trustees be offi- 
cers or directors of the bank, whose pres- 
ident and vice-president in charge of the 
trust department are currently among 
the members. 


Health Center Established 


EALTH being the sine qua non of 

civic welfare, the example of the 
Bradley Memorial Hospital and Health 
Center, at Southington, is especially meri- 
torious. To perpetuate her husband’s 
memory in his native town, Mrs. Julia 
Bradley had arranged with the Hartford 
National Bank & Trust Company for 
their trusteeship of an endowment to be 
made under her will, with all her resi- 
duary property after certain bequests to 
be applied by them to: establish and 
maintain in Southington “a general hos- 
pital, without restriction to any school of 
medicine or surgery—.” for the use of 
residents of that vicinity. 


As the $200,000 left in the residuary 
estate was considered, by the twenty-five 
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local incorporators appointed under the 
trust, insufficient for the purposes, the 
fund was kept at interest for 17 years 
under the trustee’s power to accumulate, 
and in 1938 health and emergency hos- 
pital facilities were built in combination 
with the community health center, by 
which time the fund had grown to nearly 
$465,000. Thus, $275,000 was left for 
perpetual supply and upkeep after con- 
struction costs of $190,000. 


Libraries and Lasting Benefits 


GOOD library has long been recog- 

nized as a symbol of civic culture, 
but East Hartford boasts a $45,000 colon- 
ial building which also contains a lecture 
or exhibition room available for meetings 
and a variety of other local activities. The 
generosity of Mr. & Mrs. Clarence Wick- 
ham was unusual, however, in providing 
for its erection during their lifetime. 
Again, the trust company took active 
part, overseeing the entire work from 
blueprints to dealings with contractors. 


Far 


from being “desk dragoons” or 
impersonal mechanisms for investment of 
posthumous millions, the officers of the 
modern trust institution participate in 
the active creation of better community 


as well as family life. These public 
buildings are but a visible symbol of 
what goes on behind the scenes of trus- 
teeship to increase the opportunities and 
protection of every citizen, in concert 
with public-spirited benefactors. Long 
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WICKHAM MEMORIAL LIBRARY, 


BURNSIDE, CONN. 
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experience has paid good dividends in the 
provision of useful as well as ornamental 
memorials, in assuming continuing trust 
funds which relieve taxpayers of burdens 
of maintenance or making the best cul- 
tural, health or social facilities available 
at nominal or no cost to the community. 


Behind the Walls: A Better Future 


OOK behind the walls of a bank and 
you will find fellow citizens who 
donate, year in and year out, a large 
portion of their time to making life more 
comfortable and secure, to guiding char- 
ity in helpful paths. Look behind the 
doors of almost any public or civic insti- 
tution and you will find trusteeship in 
action. New Londoners can tell many 
stories of such philanthropies, for this 
same bank administers, among other 
funds for public benefit, one created by 
the daughter of Frank Loomis Palmer, 
with her entire residuary estate present- 
ly valued at over two million dollars. The 
bank was given full discretion to apply 
the income (now about $80,000 a year) 
to religious, charitable and educational 
institutions of New London, and now 
helps support some forty of them. An- 
other fund is the F. W. Swindells Char- 
itable Foundation, providing an annual 
income of some $11,000 “for the relief 
of sick and suffering poor children—or 
indigent aged men and women.” 


Other funds are daily aiding churches, 
Boy Scouts, research laboratories and 
universities, and a host 
of other community or 
national organizations. 
In hundreds of trust de- 
partments in Connecti- 
cut and other states, a 
large part of the day’s 
— and sometimes the 
night’s—work is spent in 
public work. The useful 
application of the dollars 
that flow every year to 
civic uses, is a matter of 
vital public interest, for 
its marked effects on the 
future security and de- 
velopment of the citizens 
of every American com- 
munity. 
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TRENDS IN ESTATE PLANNING 


HENRY S. KOSTER 
Financial Analyst and Consultant, New York City 


SHOULD LIFE INSURANCE COM- 
PANIES BE USED FOR EMPLOYEE 
BENEFIT SYSTEMS? 


F the answer to this question were in 

the negative, the employer would have 
established a plan whereunder it would 
assume functions foreign to the character 
of its normal business operations. Some 
of these functions would entail insuring 
mortality risks, guaranteeing interest 
rates and investment values, and operat- 
ing beneficial trust accounts. In addition, 
certain necessary objectives of the plan 
could not be met, or would be limited in 
scope. 


These important disadvantages and 
dangers to both employer and employee 
represent reasons why one or more of 
the products of life insurance companies 
should be used in practically every em- 
ployee benefit system. Set forth below is 
a brief statement in support of this con- 
tention—first with respect to fixed pen- 
sion plans, and then to deferred profit- 
sharing plans. 


Fixed Pension Plans: By means of an- 
nuity contracts or life insurance policies 
with annuity features, insurance compan- 
ies will guarantee (1) the rate of dis- 
count for mortality of the participating 
group prior to retirement age, (2) the 
rate and payment of pension income for 
life from retirement age, (3) the rate of 
interest to be earned on pension reserves, 
both prior and subsequent to retirement, 
and (4) refund values when the plan so 
provides. 

In the case of mutual insurance com- 
panies, dividends, resulting from more 
favorable mortality, investment earnings 
and administrative expenses than antici- 
pated when fixing the guaranteed rates, 
operate to reduce the cost of the plan to 
the employer or to increase the benefits 
to employees. In the case of insurance 
companies writing non-participating con- 
tracts, these potentially more favorable 
results are reflected in lower fixed pre- 
miums. 


Deferred Profit Sharing Plans: Under 
this type of plan, which provides for dis- 
bursement of variable trust funds to em- 
ployees at some future time such as 
death, old age and disability, it is impor- 
tant that proper financing mechanisms be 
used. For this purpose, insurance com- 
panies provide low premium insurance 
policies that guarantee two necessary re- 
sults: (1) an immediate irrevocable op- 
tion on future annuities at rates guaran- 
teed in the policy today; and, (2) a rea- 
sonable death benefit from the first day 
the plan is in existence. Excess trust 
funds not required for current premium 
payments should be invested and admin- . 
istered by a trust company as trustee. 


The selection of the proper type of an- 
nuity contract or insurance policy to fit 
any given case is a matter of special 
study of pertinent requirements and con- 
ditions. Choice may be made from a 
rather wide variety of such contracts and 
policies inasmuch as insurance companies 
have made excellent strides in developing 
a policy to fit every purse and purpose. 


PLANNING A TRUST UNDER A WILL 


OLLOWING are some of the consid- 

erations, accentuated by the badly 
scrambled economic conditions of today, 
which the maker of a Will must bear in 
mind if the trust it establishes is to be an 
instrument of protection. 


Income only, with no payments from 


principal. A trust that limits a wife to 
income only, in effect simply preserves all 
the principal for secondary beneficiaries, 
whether they be children of the testator, 
distant relatives, or the State, in the 
event of no next of kin. At the time this 
type of provision is written into a Will 
the husband’s estate may be of consider- 
able size, and the income therefrom under 
ordinary conditions might be considered 
adequate for the wife, but at the hus- 
band’s death his estate may have suffered 
considerable shrinkage. In the event of 
serious illness of the wife, what might 
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be considered sufficient income under or- 
dinary circumstances might not cover ex- 
traordinary expenses. Higher income tax- 
es and increases in the cost of living 
would also use up more and more of the 
wife’s income. Therefore, it is decidedly 
dangerous in most cases to restrict a wife 
to “income only.” 

Income, plus an annual percentage of 
the original principal. This is an im- 
provement on the “income only” method 
but the combined sum might still be in- 
sufficient to cover all emergencies. In ad- 
dition, if the wife lives long enough and 
continues to draw the allowable percen- 
tage of the principal each year the trust 
fund might be exhausted before her 
death. 

Fixed annual minimum, plus excess in- 
come. This type of provision would say, 
“My wife shall receive all the income 
from the trust, but if the income in any 
year shall be less than $5,000, the defi- 
ciency shall be paid out of the principal.” 
The main advantage of this method is 
that the wife will at least know the mini- 
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mum annual payment from the trust. But 
again this type of provision makes no al- 
lowance for emergencies. 


Income, fixed minimum, plus discretion- 
ary payments from principal. This pro- 
vision would furnish the utmost in flexi- 
bility. It could provide that the wife re- 
ceive all the trust income, an annual mini- 
mum and the added feature that if, in the 
event of any family or economic emer- 
gency, such annual disbursements should 
prove insufficient in the judgment of the 
trustees, then the trustees shall have dis- 
cretionary power to make further pay- 
ments to the wife from the principal of 
the trust. This modern-type trust me- 
chanism grants to the wife the necessary 
financial safeguards without deliberately 
causing a trust to become exhausted while 
she is still living. For her protection, 
qualified trustees, whose judgment, im- 
partiality and experience can be relied 
upon, should be appointed. 


Beneficiaries upon wife’s death. Should 
the husband or the wife dictate the terms 
under which the children (or other sec- 
ondary beneficiaries) are to receive their 
ultimate shares? Many years may elapse 
after the husband’s death before such 
terms go into operation. The status of 
his children and the economic conditions 
of the family and country may be far dif- 
ferent from those existing when he 
signed the Will. Therefore, it would ap- 
pear advisable to give additional flexibil- 
ity to the plan by granting the wife a 
limited power to direct by her Will the 
method under which the children are to 
receive their shares. The husband’s Will 
should, of course, set forth an alternative 
distribution in the event the wife does not 
exercise her power. 


Trust Investment Policies. The plan- 
ner of a Will should not try to devise an 
investment program many. years into the 
future. As with distribution of funds to 
beneficiaries, flexibility is the key-note of 
the investment powers. The primary task 
of the Will maker is to concentrate his 
efforts on selecting well qualified and ex- 
perienced trustees, then assign them full 
powers to exercise their best judgment 
regarding investment and administrative 
management of the trust. 


* * * 
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ADDITIONAL TAX ADVANTAGE 
FOR HUSBAND INSURING WIFE 


F a husband owns and pays for a policy 

of insurance on the life of his wife, 
and dies before his wife, it is possible to 
provide for the transfer of ownership in 
such a manner as to effect considerable 
tax economies. At the time of his death 
the policy should be owned and held in a 
trust under the husband’s Will which 
would also hold the remainder of his es- 
tate. The premiums on the policy would 
be paid out of the income of the trust. 
This income would be taxed to the trust 
as a separate tax entity at the lowest 
brackets of the income tax. The savings 
effected would be the difference between 
the low income tax paid by the trust and 
the much higher income tax otherwise 
paid by the wife, if such part of the trust 
income were paid out to her and then 
used by her to pay the premiums. The 
proceeds of the policy are also kept out 
of the wife’s taxable estate upon her sub- 
sequent death. Thus, probably a good 
portion of the premiums would be paid 
for out of tax savings. 


The trust would also provide that upon 
the wife’s subsequent death the proceeds 
of the policy would be collected by the 
trust and added to the principal. From 
the time of her death the trust could 
operate for the benefit of the children or 
other successor beneficiaries. 


The foregoing plan may also be used 
where a wife carries insurance on her 
husband, in which event the wife’s Will 
would be used, if she predeceased her hus- 
band. 


—_———— 


Bank Holds Conference 


Henry C. Von Elm, vice chairman of the 
board of Manufacturers Trust Company of 
New York, presided at a conference held 
December 7 at the Hotel New Yorker, at 
which current banking problems were dis- 
cussed. Among the guest speakers were 
Dr. E,. A. Goldenweiser, Director of Re- 
search and Statistics, Board of Governors 
of the Federal Reserve System, J. E. Drew, 
Deputy Manager of American Bankers As- 
sociation, and George Sokolsky, writer. Of- 


ficers of the Manufacturers Trust also spoke 


on various banking subjects. 
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Trust Committee Chairmen 


Chairmen of the standing committees of 
the Trust Division, California Bankers As- 
sociation for the year 1944-45, have been 
announced by Earl F. Lawrence, of Crocker 
First National Bank, San Francisco, chair- 
man of the Division: 


Common Trust Funds: B. B. Brown, 
American Trust Co., San Francisco. 

Legislative: Walter E. Bruns, Bank of 
America, San Francisco. 


Pension & Profit Sharing Trusts for Em- 
ployees: T. B. Williams, Security-First Na- 
tional Bank, Los Angeles. 


Public Relations: R. H. Bolman, Union 
Bank & Trust Co., Los Angeles. 


Public Relations Representatives: A. J. 
Black, Bank of America, Fresno. 


Taxation: Frank H. Schmidt, California 
Trust Co., Los Angeles. 


Trust Policies: H. M. Bardt, Bank of 
America, Los Angeles. 


Veterans’ Affairs: G. F. Kelleher, Bank of 
America, San Francisco. 


Established 1879 


New York’s Oldest Gallery 
Vanderbilt Ave. and 45th St. 


Sales of 
Art, Antiques and 
Literary Property 


Estates Appraised 
and Liquidated 


Sales conducted. by 
E. M. Wagner and 
Ashbel Green, Jr. 


Under the Personal Direction of 
MRS. JAMES P. SILO 
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Where There’s A Will . 


ORE than $600,000 in cash is be- 

queathed to relatives, friends and 
employees in the will of Mrs. Milo M. 
Belding, widow of the noted silk manu- 
facturer. Charities receive another 
$100,000. The residue is left in trust, 
with Irving Trust Company of New 
York as trustee, to, pay not less than 
$20,000 a year to a cousin of Mrs. Beld- 
ing. Upon his death, the principal is 
to be distributed among previously named 
beneficiaries in amounts equal to one- 
half of the legacy originally provided for 
them, with the balance going to Roose- 
velt Hospital. Under the terms of Mr. 
Belding’s will, a bequest possibly exceed- 
ing $10,000,000, which had been held in 
trust for Mrs. Belding, will go to the 
Association for the Aid of Crippled Chil- 
dren... 

William M. Tomlins, Jr., first vice 
president of the American Surety Co., 
New York, appointed the Bank of the 
Manhattan Company of New York as co- 
executor of his estate ... Harry Wher- 
rett, chairman of the board of Pittsburgh 
Plate Glass Co., designated the Union 
Trust Company of Pittsburgh as_ co- 
executor of his will . . . Sir William 
Mulock, former Chief Justice of Ontario, 
appointed The Canada Permanent Trust 








May Change Your Will at 


of time—bringing with it births, 
oun pokey ioges financial shifts — can 
quickly ill obsolete. 


The wise es to do—if you would have your 
bequests serve the ay 8 for which you orig- 
inally planned them — is to review your Will 
aT If it is out of date, have your attor- 
neys revise it. And in Caption an executor, 
consider the advantages of g an organ- 

ization such as the Valley National Bank. 
The group judgment of the Trust officers plus 
the Bank's Trust Committee can be of invalu- 
able assistance in preserving your estate and 
administering it with economy and efficiency. 
The Bank's compensation as executor is set by 
law and is not a penny more than the law per- 
mits an individual executor to receive. All 
estates accepted for settlement by the Valley 
Bank receive exactly the same kind and quality 
of service—irrespective of the size of the estate. 
or not you are now a customer of 





are cordially invited to come in and discuss your 
Gctate plane. Thave le, of eouren, uo chligniion. 





Newspaper copy being used by Valley 
National Bank of Phoenix, Ariz. 


Company of Toronto as trustee under his 
will. The Trust Company is also acting 
on behalf of the executor, W. P. Mulock, 
Postmaster General of Canada and a 
grandson of the decedent... 


Joseph S. Auerbach, author and senior 
member of the Wall Street law firm of 
Davies, Auerbach, Cornell & Hardy, gave 
$2,500 to his executors to distribute 
among the employees in his office as the 
executors might determine. After sev- 
eral bequests to charitable and education- 
al organizations, he directed that the resi- 
due of his estate be divided into five 
parts. Two parts are to be held in trust 
during the lifetime of Mr. Auerbach’s 
son, the income to be distributed as fol- 
lows: $250 annually to an employee, 25% 
of the net to be divided into eight parts 
for the son’s children, and the balance 
to the son. Upon the latter’s death, 
$50,000 is to be set up in trust for a 
daughter of the son, with remainder to 
her issue; the balance to be set up in 
as many equal trusts as there are surviv- 
ing children of the son, to apply or ac- 
cumulate the income until their majority, 
then pay the income to them, with re- 
mainders to their issue. The other three 
parts are disposed of under a similar 
scheme for Mr. Auerbach’s daughter and 
her children. The trustees are given un- 
controlled discretion to use up to $10,000 
a year out of principal for the son and 
daughter, and $2,500 for the grandchil- 
dren when their trusts are in effect. The 
executors and trustees are members of 
the family and law firm but it is provided 
that on the death, resignation or failure 
to act of all except one trustee, the Cen- 
tral Hanover Bank & Trust Company of 
New York is to act as co-trustee... 

Henry K. S. Williams, art connoisseur 
and retired lumberman, provided in his 
will that the two trust funds, aggregating 
more than $4,000,000, which he had set 
up during his lifetime for the benefit of 
his wife and himself, shall be administer- 
ed by the New York Community Trust. 
One trust is held by Guaranty Trust 
Company of New York, the other by 
Chemical Bank & Trust Company of New 
York... 
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Britain’s Houses of Parliament, looking from the Southern Side of the Thames. 


Lelie from oe ee 


ARTHUR V. BARBER 
Banking Information Service, London, England 


Equity Yields 


NDUSTRIAL share prices in Britain 
reached their peak at the end of July 
last; since then they have fallen back 
by about 4% and for the past few weeks 
have settled down at this lower level. 
The previous rise in prices reduced 
current yields on many industrials to 
levels of 4 or even 3 or less per cent. 
Investors are not attracted by such a 
low yield, as 3% can be obtained if they 
subscribe to the current issue of War 
Loan, such as 3% Savings Bonds, and 
avoid all but a minimum of risk. Railway 
stocks still offer considerably 
higher yields, but the invest- 
ing public are evidently 
afraid of post-war risks, 
such as nationalization on 
unfavorable terms to certain 
classes of shareholders. 


Railways 


AILWAYS are prosper- 
ing today due to their 
heavy traffics. As compared 
with pre-war, rates and fares 
have risen proportionately by 


ARTHUR V. BARBER 


much less than have wages and certain 
costs, such as the cost of coal. When after 
the war traffics shrink to more normal di- 
mensions, this disparity between charges 
and costs may well affect earnings. 


Transport costs have been maintained 
at a low level. Railway charges are only 
16% % above pre-war, while the system 
of official zoning has reduced the average 
distance which goods have to be carried. 


The £ Sterling 


HE purchasing power of the £ sterl- 
ing is naturally a question of consid- 
erable preoccupation. The 
British Government’s system 
of rationing and price con- 
trol has probably done far 
more to maintain the pur- 
chasing power of the £ than 
is generally realized. Prices 
have been held over a broad 
range of commodities, parti- 
cularly in respect of the real 
necessities of life, in connec- 
tion with which control has 
been reinforced by Govern- 
ment subsidies. 


© Fayer 
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However, prices are high. Part of 
the price increase in war-time is due 
to indirect taxation. There are _ in- 
creases on spirits, beer and tobacco and 
a special purchase tax covering many 
commodities, amounting to as much as 
100% on all goods classed as luxuries. 
The prices of all commodities, whether 
taxed or untaxed, are up to their official 
ceilings and would exceed them if they 
legally could. 

The following table provides some in- 
formation of wartime changes in the 
purchasing power of the £:— 

(Pre-war — 100.) 
Prices of Export Goods (1943) _..- 171 
Wholesale prices (1944) _._-SSs«i2: 
HAS TWO LEGAL SYSTEMS _ketail prices (1943) 155 
Retail prices (1943) excluding indi- 

rect taxation and subsidies _._._ 141 
Cost-of-living (1944), if no 
eight common law; these nine juris- subsidies ___ SS 
dictions naturally exhibit wide differ- Cost-of-living (1944) _— . 130 

Weekly wage-rates (1944) a 

The wholesale prices relate mainly to 
and business conditions. Through its primary foods and raw materials. 
comprehensive Branch organization Changes are infrequent, as these prices 
are almost entirely controlled. 

The retail prices cover a wide range. 
touch with fiduciary matters and is Two indices are given. The higher of 
the two represents the actual prices asked 
E for in the shops, including indirect tax- 
in Canada under corporate and ation, but mitigated by subsidies. The 
personal trusts. This Corporation lower index shows what retail prices 
would be without indirect taxation or 
subsidies. 

The impression left by the table is that 

CANADA’S OLDEST TRUST COMPANY price control has been applied most vig- 

orously where it is most needed. The 

same applies to Government subsidies. 

THE This seems proved by the fact that the 

official cost-of-living index is lowest of 

T ah R ée N T q> all. The £ sterling today, therefore, will 
buy most when it is used to purchase the 

necessities of life—food, clothing, house- 


GENERAL ol" 


Agency Moves 


> i R U ty 4 ey * The Merrill Anderson Company has moved 


from 420 Lexington Avenue into its newly 
remodeled building at 142 East 39th Street, 
CORPORATION New York 16. The first two stories will 


be occupied by the advertising agency and 
TORONTO MONTREAL OTTAWA WINDSOR WINNIPEG the top floor devoted to the Andersons’ liv- 
REGINA SASKATOON CALGARY VANCOUVER ing quarters. 


Canada has one civil law Province and 


ences in their statutory requirements 


the Toronto General Trusts is in close 


well qualified to offer ancillary service 


welcomes your inquiries. 
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CURRENT EVENTS 


CALIFORNIA 


Santa Barbara—Paul W. Kreinberg has 
been named assistant trust officer of the 
FIRST NATIONAL TRUST AND SAV- 
INGS BANK. He was formerly trust officer 
of the First National Bank of Canton, Ohio. 


DELAWARE 


Wilmington — Robert U. Altemus and 
Charles A. Robinson were promoted to vice 
presidents, Garland F. Potts was advanced 
to treasurer, at the DELAWARE TRUST 
CO. Mr. Robinson is in charge of small 
loans, advertising and promotional work. 


INDIANA 


Mishawaka—George W. Blair, a director 
of FIRST NATIONAL BANK since 1925, 
was elected president and trust officer to 
succeed the late Frederick N. Smith. 


MASSACHUSETTS 


Boston—Benjamin R. Vaughan was elect- 
ed vice president in charge of the Massa- 
chusetts Avenue office of the STATE 
STREET TRUST CO. 


Gardner—Marcus N. Wright was elected 
president of the GARDNER TRUST CO. 
Robert M. Couch, cashier, will succeed him 
at the FIRST NATIONAL BANK. 


MISSOURI 


Hannibal—Norman W. Raible has been 
elevated to the presidency of the AMER- 
ICAN TRUST CO. to succeed the late W. E. 
Treat. His father, the late J. C. Raible, was 
president of the trust company 30 years. 


NEW JERSEY 


Kearny — Ben. C. Peticolas was elected 
president of the FIRST NATIONAL BANK, 
to succeed the late Albert R. Towers. 


Newark—The following appointments and 
promotions were made at the HOWARD 
SAVINGS INSTITUTION: Waldron M. 
Ward, a director, appointed chairman of the 
board; William L. Maude, vice president, 
promoted to president to succeed the late 
Wynant D. Vanderpool; John W. Kress, vice 
president and trust officer, elected a mem- 
ber of the board of managers; Henry B. 
Roy, secretary, promoted to vice president 
and secretary. 


NEW YORK 


Albany—Edward S. Rooney, director, was 
elected president of the FIRST TRUST CO. 


PERSONNEL CHANGES IN TRUST INSTITUTIONS 











to succeed Addison Keim, who became pres- 
ident of a local savings bank. Mr. Rooney 
is a member of the law firm of Cooper, 
Erving & Savage. 


New York — CITY BANK FARMERS 
TRUST CO. appointed Crosby T. Smith as 
trust officer, upon his recent return to the 
bank from active service as a major in the 
Ninth Air Force. 


New York—CONTINENTAL BANK & 
TRUST CO. announced the promotion of 
Edmund Pigeon to assistant secretary and 
Edward Murphy to assistant trust officer, 
both of whom have been in the trust de- 
partment of the bank since 1931. 


New York—Elliott Debevoise, vice presi- 
dent at the Fifth Avenue branch of the 
MANUFACTURERS TRUST CO., will be 
placed in 
charge of that 
office on Janu- 
ary 1, 19465, 
when he will 
succeed John 
T. Madden who 
will become 
president of 
the Emigrant 
Industrial Sav- 
ings Bank at 
that time. Mr. 
Debevoise has 
had experience 
in the banking 
field with the 
former Sea- 
board National 
Bank, the former Chatham Phenix National 
Bank & Trust Co., and with the Manufac- 
turers since 1932. From 1934 to 1942 he 
was in charge of the Personal Trust Depart- 
ment at the Main Office. 





ELLIOTT DEBEVOISE 


OHIO 


Cincinnati—The following changes in 
personnel were made at the SOUTHERN 
OHIO SAVINGS BANK & TRUST CO.: 
George F. Barrett elected president to suc- 
ceed the late Arthur Espy; Malcolm Mc- 
Avoy, vice president, elected to the new 
position of chairman of the board; George 
E. Roberts promoted to executive vice pres- 
ident; Fred Hoese and Paul B. Momberg 
named assistant vice presidents, Mr. Mom- 
berg to assume charge of the trust depart- 
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ment; Larry J. Austing promoted to secre- 
tary-treasurer; Wallace S. Espy, who has 
returned from two years service as Captain 
in the Army, will resume his post as vice 
president and a director. 


Cleveland—Loring Lusk: Gelbach, vice 
president of the CENTRAL NATIONAL 
BANK since 1938, assumes the presidency 
of the bank to succeed Brig.-Gen. Benedict 
Crowell, who will become chairman of the 
executive committee. Mr. Gelbach was 
formerly manager of the Reconstruction 
Finance Corporation local loan agency, and 
prior thereto had been cashier of the First 
National Bank of Ellwood City and assistant 
chief examiner of the R.F.C. He also help- 
ed establish the Virgin Islands National 
Bank, Virgin Islands. 


PENNSYLVANIA 


Carliske—CARLISLE DEPOSIT BANK & 
TRUST CO. promoted Earl W. Killinger to 
cashier and trust officer. 


Philadelphia—Effingham B. Morris, Jr., 
has resigned as vice president of the GIR- 
ARD TRUST CO.; Clyde P. Smith was ap- 
pointed assistant treasurer; and John E. 
Neeley, assistant secretary. 

Philadelphia—Richard A. Sanders has 
been appointed trust operations officer of 
THE PROVIDENT TRUST CO., where he 
will be in 
charge of all 
operating func- 
tions of the 
trust depart- 
ment.Mr. 
Sanders had 
been trust ex- 
aminer for the 
Federal Re- 
serve Bank of 
Philadelphia 
and was form- 
erly a member 
of the examin- 
ation staff of 
the Federal 
Reserve Bank 
of New York 
and with the comptroller’s division of the 
National City Bank of New York. He is a 
graduate of the Graduate School of Banking. 

York—William D. Himes was elected 
president of the YORK TRUST CO. to suc- 
ceed C. H. Moore. 


RICHARD A. SANDERS 


TEXAS 


Dallas—J. C. Tenison, vice president of 
DALLAS NATIONAL BANK since its or- 
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ganization, succeeds the late Ernest R. Ten- 
nant as president. 


Tyler—Henry M. Bell, executive vice 
president and trust officer of the CITIZENS 
NATIONAL BANK, was elected president 
to succeed Gus F. Taylor, who retired and 
became chairman of the board. 


CANADA 


Hamilton—John L. Coburn has been ap- 
pointed manager of the Hamilton branch of 
the CANADA PERMANENT TRUST CO. 
He graduated from Osgoode Hall Law School 
in 1928 and joined the trust company after 
having practiced law a number of years in 
Windsor. Mr. H. M. Patterson became a 
member of the Hamilton Advisory Board. 


Toronto — NATIONAL TRUST COM- 
PANY LIMITED has announced important 
changes in its organization. The Honour- 
able Leighton 
McCarthy, 
K.C., assumes 
the office of 
President and 
will also con- 
tinue as chair- 
man of the 
Board. W. M. 
O’Connor, who 
has been elect- 
ed to the 
Board, has 
been appointed 
Managing Di- 
rector of the 
Company. H. 
V. Laughton, 
0 K.C., formerly 
Assistant General Manager and in charge 
of the Trust Department, is appointed Gen- 
eral Manager; J. G. Hungerford suc- 
ceeds Mr. Laughton as Manager of the 
Trust Department. 


The Honourable Leighton McCarthy, 
K.C., was first elected a Director of the 
Company in 1922. He became Vice Pres- 
ident in 1932 and Chairman of the Board 
in 1940. He holds numerous important di- 
rectorships in Canadian industrial and fi- 
nancial enterprises and has always been 
keenly interested in philanthropic and edu- 
cational matters. He is a member of the 
Board of Governors of the University of 
Toronto, a member of the Board of Trustees 
of the Toronto General Hospital, a trustee 
of the National Foundation for Infantile 
Paralysis and Honorary Viee President of 
the Canadian Red Cross Society. 


HON. LEIGHTON McCARTHY, 
K.C 
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Mr. O’Connor, the new Managing Director 
of the Company, was appointed Treasurer in 
19138. He became Manager of the Trust 
Department in 1919 and Manager of Toron- 
to Office in 1925. In 1939 he was appointed 
Assistant General Manager and in 1942 
General Manager. Mr. O’Connor will con- 
tinue as a full time executive of the com- 
pany. 

Mr. Laughton, the new General Manager, 
came to the company in 1915 from the legal 
firm of Mulock, Lee, Milliken and Clark. He 
was for some years Assistant Manager of 
the Trust Department at Toronto office and 
in 19389 was made Manager of this depart- 
ment. He became Assistant General Man- 
ager in 1942. Mr. Laughton graduated from 
Queen’s University in 1909 and from Os- 
goode Hall in 1912. He is Past-President of 
the Lawyers Club of Toronto and the York 
County Law Society. Mr. Leighton was 
made a King’s Counsel in 1933. 

Mr. Hungerford, the new Manager of the 
Trust Department, is a graduate of the 
University of Western Ontario in Honour 
Political Economy. He is also a graduate 
of Osgoode Hall. Before joining the com- 
pany, Mr. Hungerford was engaged in the 
practice of law. He has been with the com- 
pany for fifteen years during which time 
he has specialized in trust and estate ad- 
ministration. 
re) 


GM Stock in Trusts 


Approximately 28,000 estates and trusts 
hold more than 4,133,000 shares of General 
Motors stock. 






















E. D. GOODERHAM 
New president of Canada Permanent Trust Co., 
“Toronto, as reported last month. 










PARKE-BERNET 
GALLERIES - Ine 


30 EAST 57TH ST., NEW YORK 22, N. Y. 


y/ ublic tuction Sales in the 
Settlement of Cstates 


The unsurpassed gallery facilities and 
the outstanding abilities of the per- 
sonnel of the Parke-Bernet Galleries 
have established this house as the lead- 
ing art and book auction gallery in the 
U. S. The three senior officers, Hiram 
H. Parke, president, Otto Bernet and 
Arthur Swann, vice presidents, have 
engaged in the conduct of public sales 
for more than thirty-five years. A beau- 
tifully illustrated book on the history, 
methods and organization of this firm, 
containing data on outstanding sales, 
will be sent free of charge to Trust 
Officers and Attorneys contemplating 
the disposal of art and literary property. 





TRUST INSTITUTION BRIEFS 


San Francisco, Cal.—Virtually all staff 
members of the Bank of America now in the 
armed forces want to return to the bank 
when their military service is completed, 
according to their responses to question- 
naires from the bank. A pamphlet is now 
being mailed to the men, answering many 
points brought up by their responses, re- 
newing the bank’s pledge that reinstatement 
awaits them on their return and informing 
them their seniority has been preserved 
as service with the bank dates back to ori- 
ginal employment, including time spent in 
the armed forces. 


Richmond, Ind.—Stockholders of DICKIN- 
SON TRUST COMPANY have agreed to 
place the institution in liquidation and have 
it succeeded by a new institution to be call- 
ed the SECOND TRUST COMPANY, which 
will be an affiliate of the Second National 
Bank. 


Newton, Mass. — NEWTON-WALTHAM 
BANK & TRUST CO. is the proposed name 
of the new $50,000,000 bank to be formed 
by the merger of the Newton Trust Co. and 
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Waltham National Bank. It is expected 
Seward L. Jones, president of Newton Trust, 
will become president after the merger; 
Herbert K. Hallet, president of Waltham 
National, chairman; and Frank L. Richard- 
son, Newton Trust, executive vice president. 

New York, N. Y—BANKERS TRUST 
CO. will administer the new retirement plan 
of the General Aniline and Film Corpora- 
tion. All workers 25 years old and over 
who have been with the company three years 
are eligible to join, contributing 2% of 
earnings up to $250 a month and 4% of the 
balance over $250. The retirement allow- 
ance will equal %% of ‘the first $250 of 
monthly earnings and 142% of the excess, 
multiplied by ycars of membership. 

Yakima, Wash.—The NATIONAL BANK 
OF COMMERCE of Seattle has taken over 
the Guaranty Trust Company of Yakima 
and the trust company has gone into liquida- 
tion. Walter J. Funk, who was vice-presi- 
dent and manager of the Guaranty Trust 
Company, was elected assistant vice-presi- 
dent of the National Bank of Commerce, 
and Lon Boyle who was trust officer of the 
Guaranty Trust Company, was elected trust 
officer of the National Bank of Commerce. 
The entire personnel of the Guaranty Trust 
Company were taken over by the National 
Bank of Commerce. The Yakima branch 
will now maintain an active trust depart- 
ment with Mr. Boyle in charge. 


OQ-— 


The National Association of Bank Audi- 
tors and Comptrollers has elected as pres- 
ident, John C. Shea, auditor of the Whitney 
National Bank of New Orleans, to succeed 
Hugh E. Powers. Also elected were: first 
vice president, Ben N. Jenkins, auditor of 
First National Bank & Trust Co. of Okla- 
homa City; second vice president, Arthur 
R. Burbett, comptroller of the First Na- 
tional Bank, Baltimore. 
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New Blue Book 


The Final 1944 Edition of the Rand Mc- . 
Nally Bankers Directory, recently issued, 
indicates a healthy trend in bank earnings. 
In the last six months, bank loans went up 
$1,905,154,000. 

During the same period, deposits  in- 
creased $11,115,663,000 and the holdings of 
Government securities $10,188,198,000, to an 
all-time high of $76,122,535,000. Small de- 
clines were registered in other securities 
and in cash and exchange due from other 
banks. Although capital remains substan- 
tially the same during the six month period, 
undivided profits and reserves show an in- 
crease of $217,303,000. Other pertinent 
banking statistics shown in the Blue Book 
indicate the unprecedented quota of bank 
assets and stability of the whole banking 
structure. 

0 


139 Women Trust Officers 


Among the more than 4,600 women who 
hold titles in American banks, 139 are trust 
officers or assistant trust officers, accord- 
ing to a study made by Miss S. Winifred 
Burwell, assistant trust officer of the Na- 
tional Metropolitan Bank of Washington, 
D. C., for the Association of Bank Women, 
of whose membership committee she is 
chairman. 


————0 


Ernest J. Barber, who has served the Fed- 
eral Reserve Bank of Atlanta for nineteen 
years as assistant to the trust examiner of 
the various banks in the Sixth Federal Re- 
serve District and as trust examiner. since 
January, 1944, now is with the Federal Re- 
serve Bank of Dallas as trust examiner. He 
holds degrees from the University of Georgia 
and the Woodrow Wilson College of Law of 
Atlanta. 
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EXPANDING HORIZONS FOR TRUST BUSINESS 


Modest Estates, Pension Trusts Indicative of Potential 


HARRY M. BARDT 
Vice President and Trust Officer, Bank of America National Trust and Savings Assn., Los Angeles 


' HE rapidly changing economic and 
"S aaa complexities of the past few 
years seem to have given rise to some 
real fears that the trust business is 
doomed to gradual disintegration. Some 
institutions have seriously considered 
abandoning their trust departments, and 
many men, trained in the business for 
years, have entered other activities, 
which apparently offered a more favor- 
able future. The most logical reason for 
this apprehension would appear to be 
that the fearful persons had a false con- 
cept of the usefulness of trust services. 
They reasoned, we may assume, that (1) 
drastic tax policies threatened to redis- 
tribute wealth, and thus break up the 
large estates, and (e) trust services are 
useful only to those having large estates. 
Therefore, the trust business was doomed 
to die. 

Will all large estates be destroyed? In 
the first place, what may be large in any 
one community or institution, may be 
comparatively small in other localities or 
organizations. In the second place, it 
has not been established beyond doubt 
that the drastic tax policies, even if con- 
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tinued, will have the effect of diminish- 
ing the comparatively large estates. 

Assuming, however, for the purpose of 
this discussion, that the very large for- 
tunes are ultimately redistributed, it still 
does not follow that the trust business 
will disintegrate. In a survey conducted 
recently by the Trust Division of the 
American Bankers Association, it was 
established that in a vast majority of 
accounts administered by corporate fidu- 
ciaries throughout the country, the an- 
nual income in each case amounts to only 
a few hundred dollars. We must con- 
clude, therefore, that trust service is re- 
quired by and extended to persons of 
modest means. 


Production for Masses 


It took a, Henry Ford and a Walter 
Chrysler to recognize that if the automo- 
bile industry was to flourish, it must 
adapt itself to meet the needs of the 
masses of our population. The result is 
now a glorious record of achievement. 
Mass production methods have made it 
possible for the average American to own 
an automobile, and thus to enjoy the lux- 
ury that once was considered the special 
privilege of the comparative few. 
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What happened to the automobile in- 
dustry is now happening to the trust 
business. That the trust business can 
serve, usefully, thousands of persons of 
modest means, became generally known 
only recently, notwithstanding the fact 
that many trust institutions, both large 
and small, throughout the country, have 
rendered services to persons of modest 
means for many years. However, this 
knowledge is by no means unievyrsal. 


Some trust organizations still seem to 
doubt the feasibility of extending their 
services to persons of modest means, or 
that there will be a sufficient number of 
estates requiring trust service after the 
war. Two questions naturally present 
themselves in this connection: 


(1) What is a modest size estate, and 

can we reasonably expect many of 
these to materialize during the 
post-war period? 
Do the persons of modest means 
need or want trust services, and 
can we handie them at a reason- 
able profit to ourselves? 


Careful management 
conservative 
policies 
and strict 
adherence to 
sound banking 
principles 


since 1886 
& 


FIDELITY TRUST COMPANY 


341-343 FOURTH AVE. PITTSBURG 
MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 


TRUSTS and ESTATES—December 1944 


Again, the matter of degree in size is 
a relative proposition which each trust 
organization must determine for itself. 
For many years banks generally invited 
only large deposits and large loans. Now 
nearly all of them aggressively seek small 
loans, which have been found to be more 
profitable than the large ones. The trust 
business is going through the same evo- 
lution. 


My own institution has been extending, 
for many years, trust services to persons 
owning large, modest and small estates. 
Our major yardstick has been the need 
of these services by our customers, rather 
than the size of their respective fortunes. 
Over a period of twenty-five years we 
have found this policy profitable. More- 
over, we have never distinguished in the 
quality of our service between the so- 
called large and modest estates. Each 
usually finds its own level in this respect. 
The smaller estate generally requires only 
routine administration, while the larger 
one normally involves major problems in 
taxation, accounting, investments and 
real estate management. 


New Estates 


Our post-war economy will undoubted- 
ly afford opportunities for the creation of 
many new estates, sufficient in size to 
require trust services. There are certain 
fundamental factors which support this 
view, although wide differences of opin- 
ion exist among the economists. 


I am firmly convinced that the Amer- 
ican system of free enterprise and its 
capitalistic economy will prevail despite 
certain subversive influences, and that 
the desire of the average American to 
build an estate will not vanish. Our pro- 
ductive capacity has been developed to 
an unprecedented degree, and the domes- 
tic demand for goods after the war will 
be gigantic in scope. These two factors, 
together with the vast accumulation of 
savings by our people, are bound to re- 
sult in reasonable prosperity. 


Thus, while the accumulation of multi- 
million dollar estates may be impossible 
by reason of high taxes and other factors, 
it is not unreasonable to expect that a 
large number of modest estates will be 
built. In the last analysis, fortunes are 
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created through investments in produc- 
tive enterprises and not by the accumula- 
tion of excess normal income from sal- 
aries. There is little doubt that cor- 
porate financing, on a vast scale, will be 
required after the war, and that it will 
be accomplished through public offerings 
and participation. Moreover, the many 
small businesses that have found it im- 
possible to continue during the war per- 
iod, by reason of material shortages and 
lack of manpower, will not only be re- 
vived, but will greatly expand. These 
investors and the small business men will 
offer the greatest market for the trust 
business in all its history. 

It must, of course, be recognized that 
the massive productive capacity of this 
coutnry will probably be greater than the 
domestic demand. This will not necess- 
arily mean that our production will be 
curbed and that the result will be wide 
unemployment. If we have a realistic 
foreign policy, as I believe we will, the 
foreign markets for our excess produc- 
tion will be developed to an extent that 
the demand will be greater than the sup- 
ply for many years to come. We need 
only consider the vast destruction 
wrought throughout Europe and Asia 
during the present conflict, to realize the 
magnitude of the reconstruction job to 
be done after the war. The Bretton 
Woods Conference is an indication that 
recognition is being given to the neces- 
sity of creating monetary facilities to 
finance foreign trade. Practically the 
entire world will be our foreign cus- 
tomers. 

To the trust business of this country 
this will mean a market for our excess 
production, maximum employment for 
our workers, new business opportunities 
and the accumulation of large numbers 
of new estates which will require trust 
services. The experience of my own in- 
stitution clearly indicates that persons 
of modest means need and want trust 
service just as much as those owning 
very large estates. The only question is 
whether this type of business can be 
handled at a reasonable profit to our- 
selves. Again, our experience has an- 
swered this question in the affirmative, 
particularly with respect to the settle- 
ment of estates. 


Adequate Compensation 


No type of trust business, regardless of 
its size or character, is profitable unless 
we are adequately compensated for the 
work performed and the responsibility as- 
sumed. There still is a great deal of work 
to be done throughout the nation along 
the lines of establishing the value of trus- 
tees’ services. In Southern California we 
have the highest minimum fee schedule in 
the country, yet the complaints of our 
customers and beneficiaries against our 
charges are extremely rare. The same 
objective may be achieved in every other 
section of the country by a well conceived 
educational program. 


As an indication of how this may be 
accomplished: A case arose in our local 
Probate Court recently, in which objec- 
tions were filed to the compensation asked 
by one of our competing trust organiza- 
tions. The objectors contended that %4 °* 
of 1% of the value of the trust estate for 
one year was far too high a fee for the. 
trustee. To support its request, the trus- 
tee furnished the testimony of four exe | 
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pert witnesses, one of whom was an in- 
vestment counselor, another an accoun- 
tant, a third a real estate manager and 
the fourth a tax man. Each was asked 
what he would charge for rendering his 
particular type of service for an estate 
similar in size and character to the trust 
estate involved. The answers clearly 
showed that the aggregate would be more 
than thrice what the trustee was asking. 
The objection was promptly dismissed. 

Too often we are inclined to go on the 
defensive when some customer or benefi- 
ciary questions our rate of compensation. 
If they were properly informed that the 
cost of the various services performed by 
the trustee, if done by others, would be 
far in excess of our charges, we would 
have little to concern us. 

Just why the practice was started 
many years ago of basing trustees’ fees 
on the income produced will always be a 
mystery to me. Trustees’ functions go 
far beyond those of an investment coun- 
selor and yet that is precisely what is in- 
ferred, if the compensation is based upon 
the income produced. Also, this formula 
gives rise to suspicion of investing solely 
for high interest rates, irrespective of the 
safety of the principal. Therefore, if 
trustees’ activities embrace those of busi- 
ness advisor, investment counselor, ac- 
countant, real estate manager, etc., then 
the compensation should be based upon 
the cost of the services rendered, plus a 
reasonable profit, and should not be meas- 
ured by the yardstick of income produced. 


Future Trust Developments 


The horizons for the trust business 
have expanded. New ideas are being de- 
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veloped as we go along and new forms of 
trust business are materializing. An in- 
dication of this fact is to be found in Em- 
ployee Benefit Trusts, which are now be- 
coming recognized as.a vital incident of 
every normal business activity. The po- 
tential volume of this newest type of 
trust business is almost unlimited. The 
surface has not even been scratched. 

Moreover, many thousands of persons 
now need trust service who did not need 
it in the past. The task of converting this 
potential market into actual business is 
not an easy one. We may tell each other 
that we are prepared to extend our ser- 
vices to persons of modest means, but 
that is not telling the story where it will 
do the most good. The problem is to in- 
form our potential customers of our will- 
ingness and ability to serve them. 

There are many thousands of persons 
of modest means—anywhere up to $100,- 
000—who do not believe that we would be 
interested in administering their estates. 
This impression also prevails among cer- 
tain members of the bar, who often ad- 
vise their clients that their estates are 
not large enough to be handled by a cor- 
porate fiduciary. This misconception may 
be eliminated by a well conceived pro- 
gram of education, advertising and direct 
personal contacts. This has been found 
effective by my institution and others. 

In the post-war years, the horizons for 
the trust business will expand still fur- 
ther. Through opportunities afforded by 
a reasonably prosperous domestic econ- 
omy and a growing foreign trade, there 
will be created an ever increasing number 
of modest estates requiring trust ser- 
vices of various kinds. To this rising 
stream of modest estates, there will be 
added an increased flow of trust business 
from Employee Benefit Trusts, as well as 
from other sources not presently fully de- 
veloped. All of these will help to swell 
the reservoir of potential trust business. 
But if we are to acquire new trust busi- 
ness in substantial volume, we must take 
the initiative and go after it. And in the 
exploration and development of these new 
horizons, we must bring into play the 
qualities of vision, courage and resource- 
fulness, together with the capacity and 
willingness to adapt our institutions to 
everchanging trust needs. 
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EMPLOYEE BENEFIT PLANS 


Considerations in Choosing Type 


DUDLEY F. JESSOPP 
Member of Chicago Bar 


ANY employers lack appreciation 

of employee plans as meritorious 
and generous factors in creating and 
maintaining a satisfactory employment 
relationship—wholly apart from high 
taxes or salary stabilization. I lay spec- 
ial emphasis on the small employer be- 
cause just now his tax problem is more 
personal and he is apt to think only of 
tax avoidance. I am particularly im- 
pressed with his moderate salaried and 
unorganized employee who is no longer 
able to build a decent security for his old 
age. Your communities have dozens of 
small business organizations that can af- 
ford to create and maintain employee 
plans—they just need to be sold and no 
one is better qualified to undertake this 
promotional job than the corporate fidu- 
ciary. You have the background of years 
of service in trust matters; in many 
cases you already have close contact with 
the employer and know his financial abil- 
ity to establish and to maintain an em- 
ployee plan; you have no special ax to 
grind in the selection of the type of 
funding; and lastly, you are equipped 
and have the experience to properly ad- 
minister its details. 


This promotional job has two phases— 
the general one of spreading the philoso- 
phy of employee plans and the more per- 
sonal one of consultation and advice with 
the individual employer as to whether he 
can afford to maintain a plan and, if so, 
the best one for his particular needs and 
circumstances. 


You know the advantages of employee 
plans: the element of human deprecia- 
tion, of getting the old fellow not only off 
the employer’s doorstep but also off his 
conscience; better service through remov- 
ing the worry of providing for the fu- 
ture; a greater incentive to efficient oper- 
ation which is particularly inherent in a 
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profit sharing plan, all of which add up 
to a more cordial and cooperative basis 
between employer and employee and 
hence a more satisfactory result in the 
operation of the business. It is a story 
which each of you can and should carry 
to every employer, particularly the little 
one, in your community. 


But your job does not stop there. In 
most communities the employer needs an 
independent agency from which he can 
get sound and unbiased advice, first as to 
whether he can afford any plan, and sec- 
ond, what kind of a plan is best suited to | 
his needs. There are organizations and — 
actuaries, who are doing excellent work 
in this regard; some insurance agencies 
are setting up special consulting services 
for analyzing employer needs—but these 
present sources are too few, too localized, 
and too little known. As a consequence of 
this inadequate coverage many employ- 
ers have ill-advisedly entered into plans 
on the basis of current earnings which 
they have no chance of maintaining in the 
future; they have given coverage to war 
expanded personnel when participation 
should have been limited or inauguration 
of the plan postponed until normal times. 
You can supply this advisory service in 
your community—with’ your personal 
knowledge of an employer, his-needs and 
resources you are equipped to guide him 
into the most advantageous plan at the 
proper time. 


Classification of Plans 


The average employer more clearly un- 
derstands distinctions between plans 
when they are classified in four groups: 
first, the pension trust which is funded 
through the purchase of an individual 
insurance contract for each participant; 
second, the pension trust which is funded . 
by means of. contributions and invest- 
ments determined on an actuarial basis; 
third, the pension plan which is operated 
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under a group insurance contract without 
benefit of a trust; and fourth, the profit 
sharing plan. There are innumerable 
variations and combinations of these 
plans. 

In the pension category the pension 
trust under which the trustees acquire 
for each participant a separate insurance 
policy has become most popular because 
it can afford to a participant life insur- 
ance as well as annuity protection, a com- 
bination which until a short time ago 
could not be obtained under a single 
group contract. It is popular with the 
employee because he knows that an ear- 
marked policy, underwritten by an insur- 
ance company, has been issued in his 
name and is being held by the trustee. 
He knows the amount of the premium 
which will be paid and, whether it is a 
money purchase or a fixed benefit plan, 
he can from time to time be advised of 
the dollar amount of benefits of all types 
which he and his beneficiaries will re- 
ceive. 

Before creating such a plan, however, 
the employer should be certain that he 
can afford to maintain it over a long pe- 


riod of years, in spite of the rise and fall 
of profits, because it is the least flexible 


of employee plans. It should be conserva- 
tively conceived, with prime emphasis on 
the future security of the employee. 


Each contract that is acquired for a 
participant requires the payment of a 
fixed annual premium until its maturity 
date; it has the usual grace, forfeiture 
and reinstatement provisions, and there 
are cash surrender values if it is termin- 
ated. If the employer finds at any time 
that he cannot continue the plan the em- 
ployee may not get nearly the amount 
which has been contributed unless his 
earmarked contract has been in effect 
long enough to build up a cash surrender 
value at least equal to the amount of con- 
tributions. The employer must, there- 
fore, either give to the employee on term- 
ination an amount of cash substantially 
less than has been contributed, or a paid- 
up policy in'reduced amount. If the em- 
ployees have joined in contributing and 
the objective is to return to them at least 
the amount which they have contributed, 
the liquidation value of the employer’s 
contribution will be comparably smaller. 
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It has been argued that the trustee 
should have the right to borrow against 
contracts to pay premiums in any year in 
which the employer fails to contribute— 
but what will happen if the employer 
never resumes contributions and the cash 
values of contracts are wholly consumed 
by such borrowings? When the trustee’s 
credit runs out the plan terminates and 
the employees get nothing. It follows, 
therefore, that this type of plan must be 
abandoned when the employer first fails 
to meet his annual contribution. The 
ending of a plan originated and adver- 
tised to the employee as security for his 
old age will seriously impair the confi- 
dence of the employee. You are in a 
position to bring this factor home to an 
employer, to caution him and perhaps 
steer him in other directions if his fu- 
ture does not look too happy for an in- 
sured plan. 


The administration of this type of plan 
does not entail as much work for the 
trustee as in a profit sharing plan for 
example, but while the trustee’s duties 
are relatively simple the value of having 
these duties administered by a corporate 
trustee is immeasurable. I am a firm be- 
liever in the corporate fiduciary for every 
type of trusteed employee plan. The cor- 
porate fiduciary should in most plans 
serve with individuals who would act 
either as trustees or as an employee com- 
mittee to administer those purely person- 
nel matters of which the corporate trus- 
tee has no direct knowledge and in which 
it should not become involved. However, 
the corporate fiduciary, because it is de- 
tached and independent, gives to the em- 
ployees a sense of assurance and confi- 
dence that their plan will be capably ad- 
ministered. 


Actuarial Plan 


Under the actuarial type of pension 
plan a retirement formula is arrived at 
on the basis of which an actuarial deter- 
mination is made of the amount to be 
contributed every year to build up suffi- 
cient funds for payment of such pre-de- 
termined pensions. This type is more 
flexible than the insured trust plan be- 
cause in the event contributions should be 
discontinued for any period the trustee 
does not have to cope with fixed annual 
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premium payments, contract forfeitures 
and cash surrender values. The plan can 
be continued through periods of contribu- 
tion cessation by adjusting the basis of 
annuity. 

The administration of an actuarial plan 
is far more complicated than the insured 
trust. It requires constant supervision 
by experienced actuaries and investment 
experts and its success is largely depen- 
dent upon the capabilities of the trustee. 
It has some of the risks of the profit shar- 
ing plan in the mind of the employee but 
also has the advantage of permitting 
more adequate credit for past service con- 
siderations. Of all plans it is least desir- 
able if administration is to be by indivi- 
dual trustees but it presents a real chal- 
lenge and opportunity to the corporate 
trustee if the employer cannot afford an 
insured plan but wants to place his prin- 
cipal emphasis an old age security rather 
than work incentive. You should not 
overlook it. 
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Group Plan 


The group contract pension plan, under 
which no trust is created, recently has 
been gaining in popularity because of the 
development of a form of contract under 
which the employee can be given a com- 
bination of insurance and annuity bene- 
fit such as is provided by the individual 
contracts under the insured pension trust. 
The employer is relieved of much admin- 
istrative detail and the underwriting is 
assumed by the insurance company. After 
the war, when insurance companies again 
have adequate actuarial help, more of 
these contracts will be developed and they 
will give strong competition to the in- 
sured trust plan. 


The group contract requires a mini- 
mum number of participants and often 
may not be feasible for the small employ- 
er. Furthermore, the existence of a trust, 
especially if administered by a corporate 
trustee, gives to a plan a background of 
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dignity, permanence and security which 
appeals to the employees and which is 
lacking in a simple contract. I think the 
trusts can meet the competition. 


Profit Sharing 


The profit sharing plan is the corporate 
fiduciary’s big field. Profit sharing is 
less conservative than the pension trust. 
It is designed with an element of risk 
which is offset by the incentive of extra 
reward for extra effort. But by defer- 
ring distribution of this reward until a 
late retiremenf date it also may have pen- 
sion advantages. It is a plan which al- 
most every employer can afford; it is well 
suited to an employer whose profits are 
inflated but whose financial status is too 
uncertain for a fixed pension commit- 
ment. 


Within the 15% limit of Section 23(p) 
(1) (C) the employer, especially a small 
employer, has an opportunity to distri- 
bute a large enough percentage of his net 
earnings to make the plan attractive to 
employees and to arouse their interest 
and enthusiasm in it ‘and in the results of 
his business. If profits decline the con- 
tributions can be cut down but the trust 
and incentive value will still continue. 
The employer, who can afford and wants 
not only the conservative sécurity of a 
pension plan but also the incentive of 
profit sharing, may combine two such 
plans and gain the advantages of both. 
But do not recommend a profit sharing 
plan unless each participant’s share in 
good years will be large enough to be in- 
teresting. 
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A profit sharing plan should not use in- 
dividual insurance contracts as a medium 
of investment because the uncertainties 
of future contributions make unwise any 
investment in securities which require 
fixed annual payments. Confine your in- 
vestments to securities and, if your plan 
is large enough, make the investment pro- 
gram broad enough to permit some semi- 
speculative items. 


A Word on Taxes 


I urge that the philosophy of employee 
plans be put upon the sound basis of 
creating them for their own sakes and not 
solely because of tax advantages; that 
employers be aided in choosing the proper 
plans for their respective needs and that 
you undertake, whenever possible, to give 
such plans competent administration. 
Many corporate trustees, up to a year 
ago, were reluctant to accept employee 
trusts, particularly profit sharing plans, 
and if the trustees won’t take them you 
can’t blame the Treasury for viewing 
them with suspicion. 

I do not agree with many of the pro- 
visions of Sections 23 (p) and 165, or the 
related regulations and interpretations. I 
think, for example, the Commissioner is 
wrong on the interplay of clauses (i), 
(ii) and (iii) of Section 23(p) (1) (A). 
The discrimination provisions in Section 
165(a), and the Commissioner’s interpre- 
tations of them, are far too restrictive, 
especially as to profit sharing plans, and 
there are many other objectional matters. 
But I am also convinced that if this true 
philosophy is sold to the employers, then, 
through the concerted efforts of fiduci- 
aries, and all the rest of us who are in- 
terested, the attitude of the Commission- 
er can be modified and perhaps the law 
can be amended so that employee plans 
can be created and operated on a practi- 
cal and satisfactory basis to the lasting 
benefit of the employer and his employees 
and their mutual co-operation and good- 
will. 


Bermuda Rejects Death Tax 


The Bermuda Assembly last month re- 
jected a proposal to levy an inheritance tax. 
Motions':for'an income tax and a land tax 
were also defeated. 
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THE LIFE INSURANCE-TRUST TEAM 
Opportunity for Mutual Benefits 


N. BAXTER MADDOX, C.L.U. 





Vice President and Trust Officer, The First National Bank of Atlanta, and 


NE of the strongest factors in mak- 
ing a sale is “third party influence” ; 
that is, someone who is absolutely impar- 
tial and unbiased recommends to your 
customer that he act in accordance with 
your suggestions. For example, if you as 
a trust officer attempt to show your cus- 
tomer the many advantages in naming a 
corporate executor and trustee, he will 
think you are partial and biased. How- 
ever, if a life underwriter who is working 
on his estate plans, makes the same rec- 
ommendation, it will have much more 
weight and probably close the case for 
you. 

To use this powerful sales aid and to 
receive benefit from each other, the team 
idea is the natural solution in securing 
new business. This is particularly true 
with the life underwriter and the trust 
man because they usually serve the same 
customers and are working along the 
same lines toward a common goal to serve 
a human need with the same sense of 
trusteeship. The cooperative effort of 
both must be predicated upon a sincere 
belief in the other if the job is to be prop- 
erly done. 

You will find life insurance men anx- 
ious to cooperate with us because life un- 
derwriters cannot help but write more 
business through intelligently cooperat- 
ing with local trust institutions, with 
whose functions they have familiarized 
themselves and with whose officers they 
have consulted. Underwriters who take 
the initiative in urging trust company 
administration of their clients’ estates 
gain a ready welcome and hearty coopera- 
tion of the trust institutions to which 
they direct business. 


Mutual Advantages 


Another advantage that life underwrit- 
ers secure through this valuable coopera- 
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tion is a certain prestige which stamps 
them as sound, professional men and citi- 
zens of standing. Better informed un- 
derwriters realize that life insurance 
companies are limited in their acts as 
trustees, as they can exercise no discre- 
tion in the disbursing of funds, which is 
vitally necessary, particularly today with 
living costs increasing and the purchas- 
ing power of the dollar declining. To 
supplement the benefits of life insurance, 
the discretion of trained and experienced 
executors and trustees is absolutely 
necessary, now more than ever. 


Trust institutions can be of great as- 
sistance to the life insurance fraternity 
by cooperating with life underwriters in 
better estate planning and assisting the 
underwriters in bringing more clearly to 
the attention of our customers the var- 
ious life insurance needs in their indivi- 
dual cases. However, I also believe the 
life insurance fraternity can teach the 
trust institutions a big lesson in sales- 
manship because we are both selling an 
intangible service which we can make 
tangible only by the use of word pictures 
and motivation. 


Trust men have told me of a great 
many instances where through contact 
with life underwriters much new busi- 
ness has resulted for their trust depart- 
ments—not only executorships but also 
business insurance trusts, stock purchase 
plans, partnership insurance agreements, 
and life insurance trusts. Many living 
trusts and agencies for their friends and 
clients entering the service have been es- 
tablished, and more recently various 
types of pension and profit-sharing plans 
have been placed on our books as a result 
of this life insurance-trust team activity. 
Several have spoken to me about the by- 
product business which results in the 
commercial department through the life 
underwriter’s contact with trust officers, 
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such as company and agency balances, 
policy loans, safe deposit boxes, and, in a 
number of cases, commercial bank ac- 
counts both personal and business. 


Modus Operandi 


I would like to offer some suggestions 
as to how a great many trust men are de- 
veloping and cultivating this relationship 
and consequently increasing their earn- 
ings. We must compliment the life in- 
surance companies which have been so 
ably managed and done so much to build 
a sense of security for so many Ameri- 
cans. The 350 U. S. legal reserve com- 
panies represent insurance in force of 
$137,000,000,000 with assets exceeding 
$38,000,000,000 owned by 68,000,000 pol- 
icyholders. Last year more than $1,250,- 
000,000 was paid to living policyholders 
and slightly over $1,000,000,000 was paid 
in death claims. There are 34,000 life 
underwriters who are memebers of 391 
local and 40 state associations, and an es- 
timated 12,000 agents who do not belong 
to these associations. These figures clear- 
ly illustrate the tremendous possibilities 
to be derived from our maintaining a 
close relationship between the officials of 
life insurance companies, general agents, 
managers, agents and_ policyholders. 
Consider the benefit we would receive 
without any cost to us if these individuals 
in their daily contacts with the public 
would have a good word to say for our 
services. 

From a questionnaire sent out to many 
trust men, it was definitely pointed out 
that the best results in this direction 
were obtained by the organization of life 
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insurance and trust councils in various 
cities, of which there are now twenty- 
three. These councils consist usually of 


_ the leading life underwriters and trust 


officers of the city, meeting from four to 
six times a year, at which time active 
underwriters, trust men, attorneys and 
tax consultants usually are on a program 
either in the form of a talk or a panel 
discussion, followed by questions and an- 
swers. Each council has every other coun- 
cil on its mailing list so that programs 
of meetings and ideas are given each 
other. 

Let me recommend a skit entitled “You 
planned my estate—what now?”, which 
was put on by the Chicago Council this 
year and in several other cities with much 
success. It deals with a case in the of- 
fice of a prospect, the life underwriter, 
the trust officer and the attorney. John 
Chapman of the City National Bank and 
Trust Company of Chicago, did an excel- 
lent job as the trust officer. Copies of 
this skit are available through the Finan- 
cial Advertisers Association in Chicago. 
This skit, which lasts about forty min- 
utes, shows our life insurance-trust team 
in action and how our efforts coordinate 
in solving the problems of the prospect 
and result in business both for the under- 
writer and the trust institution. Bill 
Stark is establishing a council in Cin- 
cinnati, and if you are interested in es- 
tablishing a council in your city, please 
communicate with me. 

Trust men should endeavor to attend 
as many life insurance meetings as they 
possibly can in their own locality, and, by 
all means, cooperate with the American 
College of Life Underwriters. Encourage 
the chartered life underwriter degree, 
given to those underwriters who qualify 
not only from their studies but also from 
their activities and production. 

We spend a considerable sum of money 
in newspaper advertising and direct mail, 
which in a great many instances builds 
good will for the underwriters and their 
business. However, if you do not know 
the underwriters personally and they do 
not feel at home in your bank, much of 
this money will be wasted. If you have 
made a friend of the underwriters, they 
will direct business to you because they 
feel at home in your presence and real- 














NEW BUSINESS 


ize you have a sympathetic understand- 
ing for the work they are doing. 

Many trust institutions have found it 
beneficial to write letters to underwriters 
offering them the use of their conference 
rooms and tax services. Their officers 
are also available for consultation with 
prospects at any time. 

Our Committee on Relations with Life 
Underwriters has been working very 
closely with a similar committee from 
The National Association of Life Under- 
writers, headed by Paul Conway of Syra- 
cuse. Last April the “Statement of 
Guiding Principles for Relationships Be- 
tween Life Underwriters and Trust 
Men,” adopted in 1934, was reaffirmed by 
both our associations. The publicity 
given to it will do much to encourage this 
combined team effort. And at the recent 
annual meeting of The National Associa- 
tion of Life Underwriters, the following 
resolution was adopted: “The committee 
feels that there is an increased need for 
our more complete knowledge, more posi- 
tive action, and greater service in the 
whole matter of wealth conservation and 
preservation of capital, and recommends 
that joint activities with trust officers be 
intensified rather than allowed to lag.” 





Cincinnati Trust Council 
Organized 


The Cincinnati Life Insurance and Trust 
Council was organized on December 11th 
by a group of life underwriters and trust 
men, meeting at the Queen City Club. The 
officers elected were: 

President: William A. Stark, vice president 
and trust officer, Fifth Third Union Trust 
Company 

Vice president: C. Vivian Anderson, Provi- 
dent Mutual Life Insurance Company 

Secretary-Treasurer: Halsey G. Bechtel, Jr., 
assistant trust officer, Central Trust Com- 
pany 

Executive Committee: Burt H. Wulfekoet- 
ter, Massachusetts Mutual Life Insurance 
Company; Lee B. Scheuer, State Mutual 
Life Assurance Company; Guy D. Ran- 
dolph, New England Mutual Life Insur- 
ance Company; William E. Anderson, vice 
president and trust officer, Central Trust 
Company; John A. Reid, vice president, 
First National Bank; M. D. Conklin, Es- 
tate consultant, Fifth Third Union Trust 
Company. 







Trust Council Has Lively 
Meeting 


A capacity group of almost 150 were in 
attendance at the November 30th monthly 
meeting of the Philadelphia Life Insurance 
Trust Council. The speaker of the evening 
was the Honorable David G. Hunter, one 
of Pennsylvania’s foremost authorities on 
wills and personal Judge of the Orphans’ 
Court of Philadelphia County. Judge Hun- 
ter spoke on the subject, “Your Will—What 
To Do About It—and Why? 

At the end of his address, Judge Hunter 
threw the meeting open for a general dis- 
cussion of the subject from the floor. Coun- 
cil president Charles H. Smith, of Penn 
Mutual Life Insurance Co., stated that 
never before at any meeting of this group 
had there been a freer and more interesting 
discussion from the floor following an ad- 
dress. 





Trust Councils Elect 


The Trust Council of Fort Worth has 
elected the following officers: Chairman, 
Murray Kyger, vice president, First Nation- 
al Bank of Fort Worth; vice chairman, H. 
of McGown, McGown, Godfrey and Logan; 
secretary, W. Frank Cooper, C.L.U., South- 
western Life Insurance Co.; and treasurer, 
Floyd O. Shelton, vice president and assist- 
ant trust officer, Fort Worth National Bank. 

The Buffalo Life Insurance, Trust and 
Banking Council recently elected as presi- 
dent Clay W. Hamlin of Mutual Benefit Life 
Insurance Co. James T. Gunning, Marine 
Trust Co., was elected vice president; Arthur 
L. Beck, National Life Insurance Co. of 
Vermont, secretary; and Samuel G. Easter- 
brook, Manufacturers & Traders Trust Co., 
treasurer. 


ie 


A X : \ 
Security Trust Company 
Ga) Goes) 

PAST COMMEROAL BANE 1799) wee Ole ey st TausT COMPANY - 1889 
Wilmin in. Bioware 
4 


Leer 





ey 


FIRST 
Trust Company in our 
State 


Refer your Delaware Problems To Us 








Investment service. An _ unusually 
headed mailing piece (see reproduction) 
is being sent out by Fidelity-Philadel- 
phia Trust Company, pointing out the 


importance of constant supervision of in- 
‘vestments and the desirability of using 
the bank’s investment supervisory or cus- 
todian services. The Chicago Title & 
Trust Company is also featuring invest- 
ment service (the booklet showing securi- 
ties in the shape of cats and dogs) in a 
direct mail campaign which at the same 
time offers an unusually well done book 
“What Your Heirs Can Never Tell You,” 
written by William L. Ayers. 


Small Estates. The Security Trust 
Company of Wilmington, Del., has begun 
promoting its services as executor of es- 
tates of “$1,000 or more.” A leaflet, show- 
ing on the cover a scale balanced at “Es- 
tate” on one side and “$1,000” on the 
other, was mailed early in November to a 
select list of about 1,000 of the bank’s 
customers. The inside of the folder, ex- 
plaining the service and fees ($100 for 
$1,000 estate) was also used as news- 
paper copy. It.is interesting to note that 
the first response was from a customer 
with a $60,000 estate. 


Directors and trust business. A six 
point program for the development of 
trust business through bank directors is 
outlined in the November issue of 
Banking. 
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NEWS FROM NEW BUSINESS FRONT 


Immediate benefits. To overcome the 
popular misconception that trust service 
is for the dead only, The First National 
Bank of Chicago is using newspaper copy 
headed “Trust Funds Have Immediate 
Benefits, Too.” It also points out that 
trusts are useful for people of moderate 
means. 


Getting out the vote. The November 
issue of the Union & New Haven Trust 
Company’s Journal analogizes the failure 
of many people to vote and to take ad- 
vantage of all their financial privileges. 
It points out that it took the war to get 
many people in England to make their 
wills and other arrangements for han- 
dling their property. Under present con- 
ditions, the booklet concludes, this is no 
time for property owners to “stay away 
from the polls.” 

The slumbering will. This is the title 
of a well written brochure used by Bank- 
ers Trust Company of Detroit to indicate 
the importance of will review. The fac- 
tors which may require revision are set 
forth. 

If you make no will. A colorful book- 
let with this title is being distributed by 
Maryland Trust Company of Baltimore. 
It shows graphically the distribution of 
an estate on intestacy and forcefully 
urges will making and appointment of the 
trust company. 

A man, his wife, his estate. American 
Security and Trust Company of Wash- 
ington, D. C., has prepared a most inter- 
esting series of six episodes under the 
above title. Written in dialogue between 
the spouses, the booklets present in con- 
tinuity the advantages of bank manage- 
ment of estates. 


Never too much life insurance. The 
current mailing piece to prospects of the 
United States National Bank of Portland, 
Ore., strongly indicates that there is 
“usually too much of everything else” 
(with citations) “but never too much 
life insurance.” It then lists the uses of 
life insurance in estate planning and 
urges the reader to “see your insurance 
underwriter now about more insurance.” 
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OR our present purpose, let us con- 
sider that a trust department of a 
bank (or a trust company doing no bank- 
ing business) having trust assets not ex- 
ceeding $20,000,000, is what we mean by 
a “small trust department.” 

Proper and official recognition of the 
trust department by the president and 
other officers and directors of the bank, 
adequate physical layout, a trust staff de- 
voting their full time to trust business, 
committee service designed for the trust 
department’s activities, a promotional 
and advertising program of its own—all 
these are essential in placing the trust 
department on equal footing and standing 
with the bank’s other activities, and in 
rendering complete trust services for the 
people of your community. 


Scope of Services Offered 


Each of us must determine the scope 
of the trust service which our trust de- 
partment is to render and still be a good 
trust department. Should a survey of 
your market indicate that there is not a 
potential and profitable volume of busi- 
ness for trust services other than the set- 
tlement of estates then it would be the 
part of wisdom to actively solicit appoint- 
ments to settle estates but to courage- 
ously decline appointments to act as trus- 
tee. A working arrangement with some 
larger trust department, equipped to as- 
sume tne responsibilities of trusteeship, 
is suggested as a satisfactory way in 
which to handle the trusts of your cus- 
tomers. However, no such serious de- 
cision should be arrived at without com- 
plete evidence on which to base such a 
policy. 

I find it difficult to conclude that the 
services offered should be limited to set- 
tlement of estates. I am thinking parti- 
cularly of those cities and counties where 
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OPPORTUNITIES FOR THE SMALL 
TRUST DEPARTMENT 
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most of us come from and where we can 
assume the potential exists, or trust ser- 
vices would not be offered. We have a 
definite obligation to render those trust 
services, thereby providing a popular ser- 
vice to meet the needs of our people. None 
of us has exhausted the possibilities of 
developing the business which is avail- 
able. 


It is perfectly natural for me to be 
enthusiastic and optimistic about the 
many opportunities of the smaller trust 
department. From the very beginning of 
my association with my company I was 
convinced, and I am even more convinced 
today, that good trust services will pay 
satisfying rewards in both accomplish- 
ment and money. Many of the things 
which our trust company has done might, 
at the time, have been considered unor- 
thodox but any analysis of possible trust 
services must impress one with its wide 
scope, and we have had no fears in ex- 
ploring new fields where trust operations 
can serve the community. 


There is scarcely a person or a type of 
business organization or a public institu- 
tion or a governmental unit for which a 
desirable service by a trust institution 
cannot be rendered. The people in our 
communities, in larger numbers than we 
realize, need our services to meet many of 
their personal, family and business needs, 
their community and institutional needs. 
And these needs are growing every day. 


Getting Started 


I believe that all of our services can 
and should be performed on a profitable 
basis. When we established our trust 
company nineteen years ago we had to 
stand on our own feet because we had no 
banking department to underwrite our 
activities. We were, naturally, interested 
in the settlement of estates, but we could 
not wait for people to die; our business 
would have lost money and I would have 
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been looking for a new job. Circum- 
stances made it necessary for us to ren- 
der those trust services which people need 
while they are alive (how better, after all, 
can we earn the right to serve them after 
they are gone?). We soon had a few 
agency accounts, then a living trust, then 
our.first appointment as executor, then a 
trusteeship of a fair sized account. 


At this point in our history an unusual 
situation developed locally and we took 
full advantage of it. There were hun- 
dreds of unfortunate people with default- 
ed bonds who were helpless to know what 
to do. We felt an obligation to help these 
people to recover as much as possible 
from their investments. It led to our be- 
coming reorganization agent for many 
million dollars worth of defaulted bonds. 
Through this period we were gradually 
adding to our will file and making many 
friends because of the timely services we 
were rendering. Ever since those early 
days we have continually sought unusual 
but practical ways to serve our city, coun- 
ty and state. 


Pay for Hire 


So far as possible, each trust service 
should bear its fair share of the total cost 
of all trust services. I believe that our 
customers should be charged on a reason- 
able basis for the work we do in planning 
a living trust or a testamentary trust, 
and sometimes agencies. There is, I 
grant, justification for honest differences 
of opinion—yet it is important that we 
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analyze each situation carefully and then 
get the right answers. 

Recently I asked this question of two 
large trust departments with common 
trust funds: “Do you charge any accep- 
tance or original fee at the time a living 
trust is established with your institution 
where the investment of the fund is to be 
made through the medium of the common 
trust fund?” The answer in both in- 
stances was “no” and, further, they indi- 
cated that they considered the annual fee 
of 4%% of principal as sufficient remun- 
eration. The common trust fund was de- 
signed originally to meet a perplexing 
problem of the larger trust departments. 
We in the small trust companies are in- 
terested in this development. But has 
the problem of placing this type of busi- 
ness on a profitable basis been solved 
without provision for an acceptance fee 
in the case of a living trust, for example? 
Because of the time, experience, training 
and knowledge required in counseling 
with an individual leading up to the crea- 
tion of a trust, in most instances it is my 
judgment that an acceptance fee is 
earned in addition to the customary an- 
nual fee which is charged, whether in- 
vestment be through the medium of the 
common trust fund or otherwise. We 
have all been concerned with the business 
or the property side of trusts, with the 
time and responsibility involved and the 
reasonable compensation therefor, but it 
would seem trust departments are en- 
titled to be adequately compensated for 
the personal service to _ beneficiaries. 
There is, therefore, a necessity to con- 
sider the need for additional compensa- 
tion to take care of services rendered on 
the personal side of our work. 

Isn’t the approach to the successful 
operation of our business practically the 
same, in principle, as that found to be so 
successful in developing other business- 
es? Let us then all know our product, 
study our market, place our business on 
an equal footing with the bank’s business, 
have a good trust department which jus- 
tifies an adequate and trained staff devot- 
ing its full time to trust business, plan a 
carefully considered promotional and ad- 
vertising program of our own and really 
set about to meet the needs of our com- 
munity for our services. 














POST-WAR TRUST DOLLAR AND 
COMMON TRUST FUNDS 


ALBERT W. WHITTLESEY 
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WENTY-SEVEN trust institutions 

in 11 states have established common 
trust funds, and judging from the inter- 
est displayed by trust men throughout the 
country, we expect to see a sharp increase 
in the number of these funds during the 
coming year. 

In Philadelphia, six trust companies 
are operating common trust funds, rang- 
ing in size from $2,800,000 to $24,300,000 
with a combined market value of over 
$80 million. Four of the largest have 
been in operation for over four years, 
providing a laboratory of experience. The 
outstanding and greatly encouraging fact 
is that no single trust company would for 
a moment consider giving up its fund, 
and were the question posed as _ to 
whether or not they would do it again, the 
unanimous answer would be “Definitely 
Yes!” 


Ephemeral “Bugs” 


In any relatively new venture, there 
are bound to be some “bugs” of operation, 
but the problems connected with common 
trust funds are more ephemeral than real. 
It does not, apparently, make any practi- 
cai difference whether you choose $100 
or $10 for your original unit value. Nor 
does it matter greatly when or how you 
choose your valuation dates, though fac- 
tors in the reporting of taxes might make 
it more desirable to have the valuation 
dates on the first of a month, and to have 
your fiscal year end at some time in the 
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relatively light tax period during the 
summer. 


The heavy preponderance of choice in 
reporting earnings on an accrued basis 
would indicate its greater desirability 
over the cash basis, but in Philadelphia 
both methods have been operated with 
success. Even the duties of reporting 
capital gains and losses have proved in 
practice to be amazingly simple. From 
practical experience we find that func- 
tional procedures of common trust funds 
run so smoothly that no one need harbor 
any fears of difficulties in operation. 


These plain facts provide evidence of 
the excellent job done by the A. B. A. 
Common Trust Fund Committee back in 
1937-39 in outlining the procedures to 
comply with Federal Reserve regulations, 
as so clearly outlined in the “Handbook 
on Common Trust Funds.” 


Basic Law Limitation 


It seems to be unanimous opinion that 
the Michigan statute is the best and that 
you could profit by studying that parti- 
cular law and using it as a model for your 
own state requirements. 


The law in Pennsylvania is relatively 
simple but has the one outstanding weak- 
ness of restating the present $25,000 Fed- 
eral Reserve Board limitation. If the 
present $25,000 limitation were increased 
up to 1 per cent of the total size of a com- 
mon trust fund or $50,000 whichever is 
greater, where a fund expanded to, say 
$10,000,000, it would then be permissible 
to invest as much as $100,000 of an ac- 
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count in the common trust fund. This 
would eliminate the necessity of making 
periodic changes in the limitation. Ac- 
tually, the 1 per cent limitation would 
mean that our company could invest as 
much as $180,000 in any one trust as our 
fund has now a market value in excess of 
$18,000,000, though neither we nor any 
other trust company are likely to invest 
as large an account as that completely in 
a fund. The important point is that the 
trustee is free to decide at what point in- 
dividual diversification is more desirable, 
giving consideration to the income re- 
quirements and the tax status of the 
beneficiaries. It is expected that in Jan- 
uary of next year the necessary changes 
in our Pennsylvania law will be made, so 
as to enable taking full advantage of any 
upward revision that the Federal Reserve 
Board may make. 


The broad investment diversification 
provided by common trust funds is the 
strongest argument for their establish- 
ment, as any moderate sized trust cannot 
hope to obtain such protection through 
individual investment. A cross section of 
various Philadelphia funds indicates that 
they each hold over 100 different securi- 
ties and that the various investments are 
spread carefully over many industries 
and corporations, as shown by the follow- 
ing composite diversification schedule of 
six Philadelphia funds as of September 
30, 1944: 


Aver. High Low 

% % % 

Bonds & Cash __ 47.4 59.0 38.6 

Pfd. & Guaranteed 
Stocks 


ald 15.2 
Equity Investments 
* 


24.8 


29.9 
39.1 


22.4 
30.2 ° 
* 
0.7 2.1 0.1 
28.2 35.1 22.6 


-_ cane : 
U. S. Governments _. 
Canadian Governments 
& Provinces ’ 2.4 
Industrials *___ 46.6 
SES TE ES tera 29.7 
Rails - i 16.9 3.1 
Banks & Insurance ___ ; 6.7 0.7 


27.5 
13.6 


Economies 


The question most frequently asked is 
“Do you save money in operating com- 
mon trust funds?” Unfortunately, our 
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inability to answer that question resound- 
ingly in the affirmative is due to wartime 
conditions that have so distorted person- 
nel factors that it has not been possible to 
keep accurate cost figures. But in our 
opinion there can be no question that 
common trust funds will save measurably 
in operations and hence in expenses in 
any trust department. 


Compare the factors that apply to in- 
dividually invested small trusts with 
those that apply to similar sized trusts 
invested solely in common trust fund 
units. Reduced postings, standardized tax 
treatment, elimination of individual in- 
vestment review and practical cessation 
of administration all point to the fact 
that the account fully invested in the 
fund will be operated at a very substan- 
tially lower cost. Furthermore, as this 
simplification is expanded to a large num- 
ber of small accounts, there is bound to be 
a substantial reduction in the volume of 
detail work. 


In four years and five months of oper- 
ations, we have been able to eliminate 
over 10,000 investment items from parti- 
cipating trust accounts. The activities 
that formerly related to these 10,000 
items are hermetically and irrevocably 
sealed over the remaining life of all of the 
participating trusts. We now have close 
to 560 accounts under $25,000 which are 
either completely invested in our fund, 
or which have not more than three corpo- 
rate security items. This effects great 
savings in account reviews and adminis- 
tration. 


Small Trusts with Profit 


Four of the largest Philadelphia trust 
companies have made cost studies which 
indicate that they are in a position to 
take on any sized trust account with the 
certainty of doing so without loss, pro- 
vided there are obtained fees of % of 1 
percent [on principal annually] (with a 
minimum charge of $25) and the assur- 
ance that the account will be invested en- 
tirely in the fund. These studies indicate 
that a $25,000 account fully invested in 
the fund costs somewhere between $45 
and $50 so that with a 1% of 1 per cent 
rate, there is an indicated profit of at 
least $75 per account. Even on the small- 
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est account, it is possible for the trustee 
at least to break even. 

The general consensus of these Phil- 
adelphia institutions is that if their 
funds were doubled in size—as might well 
be the case with an increase in the pres- 
ent limitation—costs of handling common 
trust fund accounts would be consider- 
ably lowered. It thus appears that unit 
costs will continue to decline, being accel- 
erated by (a) growth of the fund itself, 
and (b) reduction of over-all expenses as 
the effect of the fund is translated into 
tangible dollar savings. 

We believe the common trust fund is to 
the trust business what the assembly pro- 
duction line is to our great industrial 
plants. Throughout all American indus- 
try, it is assembly line production that 
has made possible large volume of sales, 
good profits to industry, and low costs to 
the consumer. 


Broadening Base of Trust Service 


We do not like to think of common 
trust funds merely as a defensive me- 
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chanism for eliminating the nuisance of 
handling a large volume of small ac- 
counts, but rather as an instrument for 
the strengthening and broadening of the 
entire trust business and at the same 
time for providing of positive results 
from an earnings standpoint for stock- 
holders. 

The undeniable trend in this country 
is toward a broader distribution of exist- 
ing wealth, and it seems quite probable 
that individual income tax rates will re- 
main sufficiently high to make it quite 
difficult to amass the large fortunes on 
which the trust industry used to rely for 
its volume and profits. This whole tax 
question clearly points out the great de- 
sirability of having the Federal Reserve 
Board approve an increase in the $25,000 
limitation in order that larger accounts 
can get the benefits of the diversified in- 
vestment protection. 

As to the existence of a potential and 
untapped volume of small trust business, 
the report issued by the SEC on Sept. 21, 
1944, on the volume and composition of 
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individuals’ savings indicates a backlog 
of savings of 130 billion dollars, a total 
heretofore never approached. Eighty- 
four billion represents cash and deposits 
and $46 billion, U. S. Government securi- 
ties. We read about the number of post- 
war homes, automobiles, washing ma- 
chines, refrigerators, etc., that are going 
to be bought, no doubt, out of this big 
accumulation, but nowhere have we yet 
seen that the trust business expects to 
divert a substantial portion of this ac- 
cumulation into trust accounts, and this 
to my mind is a very great mistake. 


Our government has made every earn- 
ing individual fully conscious of estate 
building through the medium of salary 
deductions for the purchase of War 
Bonds. We believe that a substantial 
number of people will not want to spend 
their savings on automobiles or other 
merchandise, but will look upon their 
bonds and excess deposits as the start of 
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an estate program which will provide 
education for their children or funds for 
ultimate retirement. 


As the trust business has been consti- 
tuted in the past, this vast market would 
be practically neglected. However, it is 
our firm conviction that any trust com- 
pany operating a common trust fund may 
confidently look for a substantial volume 
of business from these accumulated sav- 
ings, as providing one of the most ideal 
vehicles for estate building yet conceived. 
The public should know that accumulated 
deposits and War Bonds can be used as 
the starting point of estate programs and 
added to in trust funds managed conserv- 
atively to preserve principal and produce 
reasonable income. For those companies 
not operating common trust funds, there 
would be absolutely no point in lifting a 
finger to get a share of this accumulated 
volume, as it would never be possible, 
without such a fund, to handle these 
trusts at other than a loss. 


We believe that any ten trusts of $25,- 
000 each, fully invested in the fund, are 
worth a great deal more to a trust com- 
pany than any single $250,000 piece of 
business. In the first place, all the former 
bear the higher commission rate, while 
the larger accounts get the benefit of 
graduated fees. Secondly, small trusts 
wholly invested in the common fund pro- 
vide practically no factors of administra- 
tion and the fees are related to much low- 
er costs of operation. 


What will happen to any community or 
state where common trust funds are not 
being operated? If trust companies, un- 
der such conditions, continue to turn 
down small business, or take it so be- 
grudgingly that every one knows they 
don’t want it, they must consider the ul- 
timate possibility of a public trust being 
established in that state. Trust compan- 
ies can no longer afford to look backward 
to the million dollar estates of the 20’s, 
but must look forward to the future of a 
large volume of small estates being hand- 
led through common trust funds for the 
greatest benefit and protection of their 
clients and at the same time for profits 
that will delight their executives, direc- 
tors, and stockholders. 
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THIRTY YEARS BACK AND A LOOK AHEAD 
IN TRUST ADMINISTRATION 


CLARENCE E. DRAKE 
Vice President, Northwestern National Bank of Minneapolis 


HEN I entered the trust depart- 

ment of the Minnesota Loan and 
Trust Company in 1912, it had trust as- 
sets of $4,000,000 and net earnings for 
that year of $6,400. The trust depart- 
ment could scarcely afford to bear the full 
impact of my salary, so I examined ab- 
stracts and did title work for the mort- 
gage department, which paid 4/5ths of 
my compensation. Three-fourths of the 
trust assets were mortgages and the bal- 
ance real estate and stocks in real estate 
companies. Few bonds were held since 
our clients would not accept the low rate 
of 4% to 5% on municipals and did not 
favor corporate obligations. 


Trust administration in those early 
days of my experience was more a matter 
of personal or one-man judgment than 
now. We consulted with each other when- 
ever we could, but there were few of us 
and we seemed to have more decisions to 
make outside the office than now. 


Today we are organized in our trust 
department for the exercise of group 
judgment and for making group decis- 
ions, and on important matters the de- 
cision of one group is reviewed and 
passed upon by another group ranking 
higher in the organization. I believe in 
this procedure, but I think it has its 
weaknesses. The judgment of the group 
is often only the judgment of the fastest 
thinker of the strongest minded, and the 
matter of individual responsibility being 
partly, and in the case of the younger 
men, largely removed, some do not give 
the matter the thorough thought they 
would if the responsibility were theirs 
alone. In the old days when we had to 
stand or fall on our decisions and actions, 
we thought things through. In the Jew- 
ish Sanhedrin they had a rule that the 
youngest must speak first so that he 
would not be influenced by the opinions 


From address before 14th Mid-Continent Trust 
Conference, Nov. 10. 


of the older men. 
in trust groups. 


Our Trust Committee of Directors 
dates back to 1910, but it was not until 
1925 that we had a committee of our own 
officers which held regular meetings and 
kept minutes of its proceedings. Today 
we have our Trust Committee made up of 
directors and the senior officer of the de- 
partment. This committee reviews the 
purchase, sale and retention of invest- 
ments and major administration prob- 
lems submitted to it. Before it appear 
officers of the department and men from 
the investment and statistical depart- 
ment. As required under Regulation F 
we have our Trust Investment Committee 
and our Trust Acceptance and Relin- 
quishment Committee made up of senior 
officers of the department. In addition to 
these we have a Corporate Committee, 
Operating and Personnel Committee, 
Real Estate and Mortgage Committee, In- 
vestment and Account Review Committee, 
Fee Committee, New Business Committee 
and Advertising Committee. Our admin- 
istration work is conducted by units, each 
consisting of a senior officer, a junior of- 
ficer and an investment man. Each unit 
has assigned to it certain accounts which 
it administers and for which it is re- 
sponsible. 


This might work well 


Bar Relations 


Rivalry for business has never created 
serious problems in our section. There 
are other banks doing trust business 
there, but they never seemed to me to be 
nearly as good as we were; nevertheless, 
they apparently get along about as well 
as we do and have about the same prob- 
lems. 


Our relations with attorneys have un- 
dergone a very great change since I came 


into trust work. In my early years in 
trust work most of the trust officials were 
attorneys and we felt we had a*right to 
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do legal work, at least within certain lim- 
its, especially where the bank was in- 
volved. We drew wills, trust agreements, 
trust deeds and many other instruments 
incident to our trust work and we ap- 
peared in court representing the bank as 
executor, trustee and receiver. In 1931, 
under pressure from the State Bar Asso- 
ciation, our legislature made it unlawful 
for us to do such work and so we don’t do 
it. We get along nicely now with the Bar 
Association and, in the main, its members 
are very reasonable and cooperative. 


We have had our share of trouble be- 
cause of claims for loss due to some al- 
leged breach of trust. At one time the 
situation looked very serious and possible 
claims ran into the millions. However, 
we made a careful analysis of all accounts 
where there was a possible liability and 
tried to estimate its extent. In cases 
where we felt we might be on dangerous 
ground, we decided to settle if we could 
do so on a reasonable basis. In those cases 
where we felt we had been a good trustee 
we decided to defend our acts in the 
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courts. We took some substantial losses, 
but much of the assets we took back in 
making settlements have ultimately liq- 
uidated to good advantage. We were rea- 
sonably successful in our litigation. In 
my judgment the best procedure in such 
matters is that where you think you may 
be liable, settle on the best basis possible, 
but if you feel you have been a good trus- 
tee even if things have turned out badly 
and there has been severe loss, spare no 
work and no expense in defending your 
administration to the nth degree. 


Group Trust Departments 


Among my experiences in trust admin- 
istration was the operation of trust de- 
partments in some of the banks of our 
group owned or controlled by the North- 
west Bancorporation. When the organi- 
zation was first set up, 27 of the 127 
banks boasted trust departments. It was 
first thought that this was an opportunity 
to bring real trust service to every part 
of the great Northwest.. The smaller 
trust departments were to be supervised 
by a central organization which would 
make them capable units. This scheme 
did not prove feasible, however, and the 
central organization for trust depart- 
ments was abandoned, and I was given 
the job of culling out and closing the de- 
partments which could not be operated to 
advantage and to work with the others to 
build them up to a sizé and efficiency 
where they could be operated successfully. 
We cut the number down to ten—five in 
Minnesota, and one each in Iowa, Neb- 
raska, South Dakota, North Dakota and 
Montana. They have all done well. The 
main office of the Northwest Bancorpora- 
tion compiles figures as to their assets 
and earnings, and watches carefully their 
losses. In the last analysis, however, 
operating under the laws of different 
states and being far apart, each organi- 
zation must run its own show and stand 
or fall on its own merits. 

From the reports of the Comptroller of 
the Currency it would appear that the 
number of trust companies and banks do- 
ing trust work increased very rapidly 
from 1900 to 1915, fluctuated somewhat 
for the next ten years, and then started a 
gradual decline, slowly at first and then 
at an increasing rate, starting with 1930. 
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Practically the entire growth of trust in- 
stitutions has occurred since 1900. 

My bank had required thirty years to 
accumulate five millions of trust assets 
and to show earnings of any consequence. 
It took ten years more, even with me 
there, to build the trust assets to fifty 
million, but only half that time to show 
the next fifty. Since that time the de- 
velopment has been more spotted, some- 
times fast, sometimes slow, but always 
growth. 


Earnings History 


For the first ten years I was with the 
bank earnings were small but kept pace 
with the increase in assets. The ratio of 
net to gross during those years was poor 
but fairly uniform, averaging around 
15%. For the second ten years (1922-32) 
the earnings were progressively good 
and, on the average, when compared with 
total assets and with gross earnings com- 
pared with net, we made the best showing 
we ever made until recent years. 

Two important things have taken place 
in our office in connection with earnings 
during my time. One was the change in 
the basis of fees and the other the modi- 
fication of old fee contracts. When I be- 
gan trust work the basis of charging fees 
was income. Our charge was 5% of in- 
come, when we could get it, and less if 
the trustor was influential or tough. 
Later we changed to charging fees on the 
basis of principal assets, and later still a 
varying percentage of principal, depen- 
dent upon the nature of the assets. Our 
basic charge then was 2/5ths of 1%, or 
$4.00 per thousand per annum of the 
principal of the trust, and, in the main, 
it still is the same. This change saved 
our financial life when we struck the era 
of low earnings on trust assets. 


We still, however, had the old contracts 
outstanding in many trust accounts 
where we were receiving sometimes as 
low as 2% of the income. Cost analysis 
showed us we were losing money on these 
contracts. We began a systematic review 
of these old contracts to devise ways of 
modifying or revoking them. First, we 
went into court on court accounts where 
the creators of the trust were dead and 
the beneficiaries scattered, and asked the 
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court to give us relief based on all the 
equities in the case and with the partially 
veiled threat that we would resign if the 
going continued too tough. We found the 
court understanding, sympathetic and 
courageous in granting relief. All par- 
ties in interest were notified of these pro- 
ceedings and given every opportunity to 
be heard. No serious opposition was en- 
countered. With the precedent of the 
court proceedings, we went to the inter- 
ested parties in other accounts, explained 
the circumstances, showed them our 
costs, appealed to their sense of fair deal- 
ing, and asked for a modification of the 
old fee contract. Most of these people 
realized that a trustee cannot be a good 
trustee on fees less than its costs and con- 
sented to modifications. A few refused. 
In some cases we resigned and in the 
others we stayed on and took our licking. 
The overall result of this work was that 
we are now receiving reasonable fees in’ 
most of our accounts. In many cases we 
felt that the renegotiation of these old 
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fee contracts brought a better under- 
standing with our clients and resulted in 
valuable good will. An able judge once 
said to me, “If the equities are with you, 
never be afraid to tackle any project.” 


Some Conclusions 


My experience in trust administration 
has led me to arrive at certain conclu- 
sions in regard to trust business: 


1. The administration of trusts is a 
business and not a profession. 

2. It is dignified and respectable, but 
not lucrative or easy. 

3. It should be conducted by a bank 
which performs other banking functions. 

4, Sufficient volume of assets and earn- 
ings to warrant the maintenance of a 
well integrated organization is essential. 

5. A trust department must be so or- 
ganized and operated as to effect reason- 
able efficiency in everything that it does. 

6. Trust department management and 
personnel must be experienced, capable 
and progressive. 

7. Trust assets should retain their 
value and produce a reasonable return. 
Efficient operation is basic; freedom from 
substantial loss essential; good will won- 
derful; great volume magnificent; but the 
real test is what can we do for our client. 
How much can we produce for him in 
earnings and what is the value of his 
principal after a period of years. Just a 
note of warning here as to management— 
as we grow older, especially if we have 
been successful, we are inclined to be- 
come more conservative and respectable, 
and, sorry to say, less progressive. 
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I have no very firm conviction that 
there will be any radical or unexpected 
changes in trust administration. We will, 
I think, have more and more government 
regulation, but I do not think we are like- 
ly to be taken over by some federal 
agency or forced to divorce ourselves en- 
tirely from the bank of which we are a 
part. This separation seemed imminent 
some years back, but now we are in less 
danger from political interference than 
the other divisions of our banks. Some 
unexpected and serious happening could, 
of course, change all this. 


Our tax problem, I fear, will never 
grow less. The policy seems to be to add 
law on to law and never to revise or sim- 
plify the system of tax collection. The 
persons we serve are most vulnerable be- 
cause their propexty is more or less in the 
open and can be ascertained and reached. 
They are given little sympathy by the 
framers of tax legislation, the makers of 
tax regulations or the collectors of the 
taxes. From a political standpoint, they 
are particularly inarticulate and without 
influence, being dead, under age, incom- 
petent and always only a minor minority. 
Minorities have a right to be heard, but 
no one has any obligation to listen. Taxes, 
burdensome to our clients, are often help- 
ful to us in getting business as there al- 
ways have been and there always will be 
ways of saving taxes by the setting up of 
trusts and the planned distribution of es- 
tates. 


Small Estates and Trusts 


We get only a very small part of pro- 
bate business and if we had it all, I am 
not sure we would find it profitable. Pro- 
bating an estate is a very complicated, 
technical and personal operation. It is 
difficult and expensive service to sell. It 
takes more time, skill and expense to 
handle than any other service. Large es- 
tates are profitable, but small ones often 
are not. There has been much agitation 
of late as to the probate of the small es- 
tate. Perhaps if this work could be sys- 
temized and confined strictly to a special 
department and a sizeable volume ob- 
tained, it could be done to advantage and 
at a profit. If the volume could be pro- 
cured, I believe a system for handling it 
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at a reasonable price to the public and a 
profit to the bank could be worked out. 


Volume in this business as in small 
trusts can only be obtained with a great 
deal of publicity, followed by much ex- 
perience on the part of the public. The 
publicity must be frequent, intense and 
striking, but not elaborate. To a man of 
small means, a simple, clear statement as 
to what you do and what you charge will 
do more to sell your service than the most 
skillfully arranged book designed to fur- 
nish information to all comers. 


I am not enthusiastic over the small es- 
tate or small trust as a part of our busi- 
ness, but I hope this business will de- 
velop. I believe the public needs us, that 
we could furnish them a better service 
than they are getting now, with less ex- 
pense to them and with a reasonable pro- 
fit to us. The set up and handling of such 
accounts would need to be standardized 
and kept as simple and uniform as pos- 
sible. The common trust fund will serve 
as a great help, especially with small 
trusts, and probably it is an absolute 
“must” if we handle them in any great 
volume. Doing business with the man of 
small means is difficult and banks have 
shunned it to give more attention to the 
big fellow. However, we have come to 
serve him with savings accounts, check- 
ing accounts and now with small loans. 
The small loans are very profitable in pro- 
portion to their volume and perhaps the 
small estate and the small trust can also 
be handled on a satisfactory basis. 


There has been some contention that 
the day of large estates is gone and that 
because of estate and inheritance taxes 
the property available for trusts will be 
less than in the past. However, men will 
continue to make money and to find 
means of keeping a considerable portion 
of it, and if we are on the job we will 
eventually find much of it in our trusts. 


Fields for Development 


With the phenomenal increase in bank 
deposits, savings and national income, 
even if some of the figures are artificial, 
there must be a lot of wealth scattered 
about which should find its way into our 
trust departments. It may come from 
different people and for different pur- 
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poses, but it should come. With the de- 
velopment of industry stimulated by the 
war and by post-war needs, with our par- 
ticipation in foreign affairs and, of neces- 
sity, in foreign trade and commerce 
which must follow the war, we are bound 
to create wealth, which in the hands of 
individuals, corporations er cooperative 
associations will need our service. So 
long as private property rights are recog- 
nized and form a part of our economy, I 
believe we will grow and prosper propor- 
tionately with the rest of the business 
world. The Trust Research work now 
being done under the supervision of Gil- 
bert Stephenson will, I think, be of much 
value. 

Agencies are perhaps the largest third 
of our business. They include stock 
transfer and registration, trusteeship un- 
der a bond issue and all the many forms 
of agreement under which we hold prop- 
erty for others and perform almost every 
form of service that the most original of 
minds have been able to plan. The agency 
with investment advice is most deserving 
of being developed. The plain custodian- 
ship is the most profitable for what we do 
and the risk we take. 

Pension and profit sharing trusts have 
come greatly into prominence in the last 
few years. Saving of taxes and the sale 
of life insurance, plus a chance to do a 
great social security service for employ- 
ees partly at the expense of Uncle Sam, 
has been the motive power behind these 
rather than the plan and the urge of the 
fiduciary. Many of these are poorly set 
up by men who seek only to accomplish 
certain purposes and they overlook legal 
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requirements and ultimate results. All 
require great skill to see that they are in 
proper form and workable. We have little 
or no experience on which to base our 
fees. I see in these pension and profit 
sharing trusts a fine place to do a lot of 
hard technical work, develop swell head- 
aches and perhaps some costly regrets. 
“Look ’em over and don’t be afraid to 
charge” is my tip. 

Little has been said so far about per- 
sons or personalities, which in clients and 
personnel of the trust department are of 
more importance than everything else. 
The loyalty, sincerity and business in- 
tegrity of both clients and trust personnel 
is of paramount importance. As I look 
back over our clientele, I realize that for 
the greater part they are our clients of 
long standing, together with their descen- 
dants, their relatives and their friends. 


A very large percentage of our trust as- 
sets is the property of about sixty fami- 
lies, originally residents of Minneapolis. 
The members of the families change, but 
for the most part the property stays with 
us. Part of our first trust is still with us. 
It is this kind of people that forms the 
backbone of our trust business. 

Trust personnel is the key to success- 
ful, profitable operation and to future 
growth and earnings. Previous training 
of these men is less important than the 
essential qualities in the men themselves. 
Pick good men, train and develop them in 
your own organization. Memory and 
imagination are man’s two greatest gifts; 
linked, they spell progress; memory ren- 
ders training and experience invaluable 
and linked with imagination, great ac- 
complishments are possible. What we 
need is men who think and dare. 





Continental Illinois National Bank & 
Trust Co. of Chicago and Guaranty Trust 
Co. of New York were instrumental in con- 
summating one of the largest underwritten 
issues to be registered with the Securities 
and Exchange Commission, when a check for 
$160,928,750 on the Continental Illinois was 
drawn by Halsey, Stuart & Co., purchasers 
of Commonwealth Edison First Mortgage 
3% bonds due February 1, 1977. This was 
the portion of a total issue of $180 million 
which was underwritten for subsequent re- 
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sale to the public, the remaining $25 million 
being taken by agreement by 15 insurance 
companies which held a like amount of the 
company’s obligations. After many months 
of negotiation, the entire transaction was 
completed by telephone in 35 minutes—be- 
tween officials of Commonwealth Edison, in- 
surance companies, underwriters and coun- 
sel, at the Continental Illinois in Chicago, 
and a similar group at the Guaranty in 
New York. In making this loan, 91 banks 
participated. 
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TRUSTEES AND COMPETITIVE BIDDING 


Implications of Recent Developments 


BARNIE F. WINKELMAN 


Member of the Philadelphia Bar; Author of “Ten Years of Wall Street,” 
“A Decade of American Finance” and other works 


FAINT echo of the long battle that 

was waged to bring about competi- 
tive bidding for railroad securities can 
be noted in a suit now pending in the 
Federal District Court at Philadelphia. In 
that action brought by Otis and Company 
against the Pennsylvania Railroad Co., 
the Pennsylvania, Ohio & Detroit Rail- 
road Co. and a number of their officers 
and directors, the plaintiff as a stockhold- 
er of the P. R. R. seeks to recover a mil- 
lion dollars from the individual defen- 
dants for the benefit of the P. R. R. 

The basis of the complaint is that in 
refunding the 442% Series “A” Bonds 
(due in 1977 in the amount of $28,483,- 
000) of the P. O. & D., (all of whose stock 
is owned by the P. R. R.) a new issue of 
bonds, later named Series “D” Bonds, was 
sold to Kuhn, Loeb & Co. without compe- 
titive bidding. The directors of the P. O. 
& D. on June 23, 1943, had authorized the 
issuance of the new bonds and their sale 
“at the best obtainable price,” and it is 
urged in this stockholders’ derivative 
action that a half million dollars was lost 
to the P. R. R. by the failure of its officers 
to “shop around,” and another half mil- 
lion lost in their failure to put the new 
issue to competitive bidding. It is also 
asserted that certain of the directors and 


officers were influenced because of their 
dual positions as officers and directors of 
several companies (insurance and invest- 
ment) to whom the bankers sold a part of 
the bonds. 

To date the Court has not passed on the 
merits of the case. However, on Novem- 
ber Ist Judge Kalodner in an exhaustive 
opinion denying a motion by the plaintiff 
to strike out the answers of the corporate 
defendants and to remove counsel, gave 
some indication of its approach to the 
larger questions that must be disposed of. 


The Court pointed out that the entire 
matter of the propriety of the bond issue 
here involved was heard by the Interstate 
Commerce Commission in July 1943, and 
that information relative to the applica- 
tions, the hearings and order of the Inter- 
state Commerce Commission had been 
widely published throughout the United 
States. It added: 


“The Commission gave full considera- 
tion to bids made by Halsey, Stuart & 
Co., and by Otis & Co., the instant plain- 
tiff; likewise, the Commission heard Otis 
& Co., as intervenor in that action, on 
the issue of the propriety of the private 
sale and the appropriateness of competi- 
tive bidding. In its report, 254 I.C.C. 
473, the Commission approved the bond 





issue at a slightly higher price. In an- 
swering the question on competitive bid- 
ding, the Commission pointed out that 
it had, for a number of years, required 
competitive bidding for certain types of 
securities of special characteristics,* but 
not as to other securities such as those 
involved here.” 


Much Ado About Nothing 


HE general field of railroad financing 

is now covered by the ruling of the 
I. C. C. (May 8th, 1944) that for the 
proper administration of section 20a of 
the Act, securities be offered for sale at 
competitive bidding or upon invitation of 
bids for the purchase thereof. This re- 
quirement significantly contains certain 
exceptions, notably (1) common and pre- 
ferred stocks, and (7) any securities as 
to which it may be found upon due show- 
ing by a railroad company ... that sale 
at competitive bidding should not be re- 
quired. 


The majority opinion of the Commis- 
sion—which subjects railroad financing 
to much the same procedure as is pre- 
scribed by Rule U-50 of the Securities 
and Exchange Commission for utility se- 
curities—and the dissenting opinions 
strengthen the impression that the long 
controversy on the subject of competitive 
bidding has generated heat out of all 
proportion to the narrowness of the is- 
sues involved. The matter is indeed one 
of general policy rather than of special 
equities. Veiled innuendoes and direct 
accusations such as were broadcast in the 
multiple columns of a nationally known 
reporter over a year ago never had a 
place in such a discussion.** There may 
be divergent views about the best method 
of distributing large issues of stocks and 
bonds, but the situation never was one 
that called for a hue and a cry that the 
corporate treasury was being looted. 


Of course investors aware of the record 
of this particular railroad and the ratings 


*Equipment trust and terminal issues. 


****Perhaps that was why a certain salient fact 
brought out at the (I. C. C.) hearing failed to 
reach the public: this was the strange circum- 
stance by which nine of the Pennsylvania directors 
were in a position where their own investment 
companies would profit from the purchase of the 
rs 
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of its securities, were not easily convinced 
that any serious mischief was afoot. In 
recent years railroad financing has hard- 
ly been a source of special abuse or of 
private profiteering. The columnist’s ex- 
ample seems to have been unfortunately 
chosen, for this particular road has been 
singularly free of exploitation. 


Effect of Ruling 


ORE pertinent and of more press- 

ing importance to trustees and cus- 
todians of large funds—whether they be 
banks or insurance or investment com- 
panies—will be the effect of the new rul- 
ing upon the attractiveness of railroad se- 
curities as primary investments. In some 
states high premiums and local taxes 
have already led to a reduction in the 
purchases of rail bonds, and it would be 
regrettable if further uncertainties—as 
well as low interest rates—further cur- 
tailed such buying, particularly at this 
time when it is easy to turn to govern- 
ments for nearly an equal yield. 


Such doubts rise higher than a natural 
suspicion that the present competition for 
the best issues—when rail earnings are 
high and investor capital ample—may not 
be indicative of future realities. In spite 
of the I. C. C. ruling, it is difficult for the 
banker or trust officer to view each finan- 
cial operation as a separate and distinct 
transaction. He would still prefer to con- 
sider each contract as the continuance of 
a relationship. He knows that such a re- 
lationship with a strong and influential 
banking house is in itself a source of 
strength. He would prefer that the rail- 
road in good times does not draw the line 
too finely, although its executives have 
normal appetites for a good bargain. For 
he is looking ahead to other times when, 
in spite of low earnings and a stringent 
money market, a certain amount of public 
financing may be not only desirable but 
even essential. 


By long experience the trustee under- 
stands that the quality of service may not 
be the same even though the prices paid 
for the bonds by the banker are equal. 
The strength of the underwriter, its pres- 
tige, its ability to withstand difficult pe- 
riods, the calibre of other issues with 
which it has been associated, the pattern 
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of its distribution . . . loom up as impor- 
tant on the ever present question of what 
will happen if later difficulties or defaults 
arise. The attitude of many trustees to- 
day on this point is mildly apprehensive; 
and many prefer to mark time and note 
how the new ruling will work out under 
severer tests. 


Competition 


RESENTLY the results are slight, 

and procedural rather than substan- 
tive. The services of the railroad’s bank- 
ers are first invoked to advise upon the 
best type of issue, and after specifications 
and market conditions are fully under- 
stood, advertisements for bids are in or- 
der. For the large issues that have been 
marketed in this way in recent months 
there have been only three or two bids or 
even a single bid. In fact, in view of the 
narrow limits within which all such oper- 
ations are conducted, it is questionable 
whether over a longer term the require- 
ment of competitive bidding will inter- 
fere greatly with the long established re- 
lationships in this field. Rather is it an 
assurance to the public that such financ- 
ing, involving millions of dollars, is not a 
source of excessive private profit—a be- 
lief that is easily generated by the mere 
figures involved and an understandable 
lack of any knowledge of the subject. It 
can indeed be asserted that the I. C. C. 
opinion—in spite of its disavowal of the 
same—represents some concession to the 
voices that had been raised in Congress 
against private negotiation of issues of 
securities, an outcry that was largely par- 
tisan and emotional. 

The fact is that even without competi- 
tive bidding there has been severe compe- 
tition for good bonds that every banker 
has had to meet. Present money rates 
offer clear evidence of this; but such com- 
petition heretofore has expressed itself 
in form other than a public auction. 


Assurance in Ruling 


NE by-product of the I. C. C. ruling 

may be an increased difficulty on the 
part of the smaller railroads to consum- 
mate necessary financing. Bankers and 
brokers, too, have been desirous of build- 
ing up relationships. They have under- 
taken or underwritten modest and less 
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attractive issues to pave the way for eas- 
ier and more profitable business later. 
The realization that later issues must be 
secured on a pure basis of price, will 
place a damper upon the bankers’ hopes 
of storing up good will. 

The public agitation that has accom- 
panied what should have been solely a 
professional consideration of the ques- 
tion, does not allay the normal doubts of 
trustees. It becomes clear that where 
large sums are involved the figures them- 
selves seem to breed suspicion in the 
minds of laymen, and offer grave temp- 
tations to _ publicists. Irresponsible 
charges and sly innuendo against men 
who stand high in public esteem may re- 
sult in excessive caution on the part of 
those who exercise great responsibilities. 
On the other hand a careful reading of 
the I. C. C. opinion and a glance at the 
voluminous testimony presented, as well 
as the incisive analysis of the Federal 
Court, show clearly that these vital mat- 
ters are decided upon a calm appraisal of 
facts. 

Every aspect of the problem of compe- 
titive bidding—ranging from the matter 
of investor protection to the widely bruit- 
ed charges of monopoly, banker domina- 
tion and restriction of competition—is 
fully covered in the I. C. C. opinion. Two 
vigorous dissenting opinions as well as 
the guarded language of the majority 
opinion—and the limited scope of its final 
order—attest to an inherent confusion in 
the subject matter. Custodians of large 
funds recognize that this conflict has its 
origin in considering the flotation of 
large issues of securities of railroads or 
public utilities as mere matters of price 
or yield. Charges that certain directors 
of a railroad are also directors of an in- 
surance company that buys a block of its 
bonds, stem from this concept of the sale 
of an issue of bonds as just a bit of 
horse-trading. Actually dealings be- 
tween railroad or utility and insurance 
or trust company must be viewed as “re- 
lationships.” At the expense of a point 
or a fraction of a point it may be desir- 
able that the bonds offer a proper invest- 
ment—certainly that they meet the mini- 
mum requirements of a large institution- 
al investor that has long favored its se- 
curities. 
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In such cases, with the interests of 
stockholders balanced against the inter- 
ests of policy-holders and beneficiaries 
(and many on both lists), broader con- 
siderations and longer term factors far 
outweigh the mere matter of price. Even 
the usual implications of interlocking di- 
rectors—which are inherent in some com- 
mercial transactions between companies 
so dominated—should have no place. The 
rigid application of this rule—which has 
its justification in the presumption of law 
that a man cannot act impartially where 
his own interest is involved—would dis- 
qualify a banker from bidding on the 
bonds of a railroad where he owns 60 
shares of the seventeen million outstand- 
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ing, and prevent the Commission from 
fixing rates of fare because it rides on 
the trains. No one familiar with the 
background of business can entertain the 
slightest doubt of the complete impartial- 
ity of the director of a railroad in dealing 
with an insurance company of which he 
also happens to be a director. Only par- 
tisan and excessive zeal can scent the 
makings of a scandal in such a situation. 
es 0 ooo 


Texas Trust Men Meet 
The Trust Section of the Texas Bankers 
Association held its annual meeting in Gal- 
veston on November 25th. A report of the 
meeting will be published in our January 
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"The New England States 


ITH only 2.1% of the nation’s 

land area and about 6%% of its 
population, New England accounts 
for approximately 8% of the wealth 
of the United States. 

Famed since the days of the Puritans 
for prudence and thrift, New England 
has progressed steadily and conser- 
vatively, financing much of its own 
development and contributing in 
cultural and material ways to the en- 
tire nation. 

While self-sufficient financially to 
a considerable extent, New England 
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municipalities and corporations have 
had frequent occasion to employ the 
underwriting and distributing facili- 
ties of investment organizations such 
as our own— bringing needed capi- 
tal to deserving borrowers as well as 
providing remunerative investment 
opportunities to conservative lenders. 


As a part of its activities since the turn of 
the century, Halsey, Stuart & Co. Inc. has 
participated as an original underwriter in 
approximately 200 bond issues, totaling 
over $580 millions, of selected New England 
corporations and municipalities. 
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Sound experience and seasoned judgment 


count double in disposing of 
LARGE BLOCKS OF SECURITIES 


S AN executor or trustee you may be called on 
A to dispose of large blocks of securities for 
estate tax purposes or other reasons. The method 
you choose will have much to do with realizing 
the maximum proceeds. 


That is why sound experience and seasoned 
judgment count double—for you must have the 
assistance of an investment firm which not only 
is familiar with the requirements of trusts and 
estates but one which also really knows the 
market for such securities. 


Smith, Barney & Co. has had years of success- 
ful experience in this field and therefore is quali- 
fied to suggest the most advantageous procedure 
for each individual case. Whether you have such 
a problem now or expect to be confronted with 
one in the future, one of our partners who spe- 
cializes in this service will be happy to discuss 
the subject with you personally. 


SMITH, BARNEY «& CO. 
Members New York Stock Exchange 
14 WALL STREET, NEW YORK 5 


522 FIFTH AVENUE, NEW YORK 17 


PHILADELPHIA CHICAGO 
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OUTLOOK FOR COMMON STOCKS 
AS TRUST INVESTMENTS 


ROLAND C, BEHRENS 
Vice President, St. Louis Union Trust Company 


HE corporate trustee should keep 

firmly in mind the investment phil- 
osophy which attended the purchase of 
equities in the trust portfolio. The Prud- 
ent Man Rule forms the background for 
our investment policy, which recognizes 
two cardinal principles of trust invest- 
ment: reasonable income and safety of 
principal, to which might be added the 
hope for a modest amount of growth. 


In addition to the careful selection of 
stocks, greater emphasis must be placed 
on the time of their purchase. I am not 
unmindful of the legal requirement for 
the prompt investment of trust funds. 
However, merely because 25% or 35% of 
a trust fund is earmarked for stocks, as 
a matter of current policy, it does not 
mean that available funds should be au- 
tomatically employed in the purchase of 
equities regardless of the existing price 
level and other relevant factors. Our 
beneficiaries cannot exist on the return 
currently available from Government 
bonds. Indeed the meagre return thus 
afforded can hardly be regarded as a 
proper discharge of the obligation to pro- 
duce a reasonable income. Obviously we 
have been large purchasers of Govern- 
ment bonds, reflecting not only the con- 
tribution of our customers to the financ- 
ing of the War, but also the very selfish 
fact that, in Missouri, Government bonds 
by reason of our intangible and income 
tax laws produce a greater net income 
than most corporate bonds, or even prime 
deeds of trust which are difficult to find 
at 3% or 344%. 

Consequently we felt impelled to grad- 
ually increase the ratio of common stocks 
in our portfolios until our present rule 
of thumb is about 60% bonds and 40% 
preferred and common stocks, producing 
an overall return, predicated on current 


From address before the 14th Mid-Continent 
Conference, Nov. 10. 


quotations, of about 3.6%. Based on 
cost, however, the return is about 4% 
due to fortuitous purchases at a much 
lower market level. With scant reason 
to expect any material change in inter- 
est rates, now at their low ebb, or in:the 
yields of high grade preferred stocks, it 
would seem that common stocks will con- 
tinue to occupy an important position in 
our investment portfolios. 


Dividend Outlook 


From a dividend point of view it would 
appear that we can look upon common 
stocks with a considerable degree of op-* 
timism. The ill-advised Undistributed 
Profits Tax Law of the 1936-37 era 
taught management to be conservative 
in the disbursement of dividends, at 
least until late in the year when probable 
earnings were ascertainable, corporate 
executives knowing the need for safe- 
guarding working capital and surplus 
against injudicious dividend disburse- 
ments. Any doubts on this score were 
quickly dispelled by the business reces- 
sion of 1938. The following year, 1939, 
is generally regarded as a more or less 
normal year ,and furnishes a sound basis 
on which to predicate our discussion of 
corporate earnings and dividends. 

According to Treasury Department fig- 
ures, 1939 corporate net income, after 
taxes, was four billion dollars, whereas 
estimates for the current year run well 
in excess of double the 1939 figure, al- 
though considerable allowance must un- 
doubtedly be made in the 1944 estimate 
for renegotiation, etc. When it is re- 
membered that the overall tax rate in 
1939 was 19%, whereas current earnings 
are subject to normal and surtaxes of 
40% plus excess profits rates up to 95%, 
any alleviation of the existing tax struc- 
ture should provide a substantial cushion 
to net earnings from a sizable reduction 
in business volume. 
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We must also bear in mind that re- 
ported net earnings, in many instances, 
were after extraordinary post-war re- 
serves. Recent reports would seem to 
indicate that some companies at least 
have rather fully provided for conver- 
sion and post-war contingencies, so that 
net earnings, pretty well leveled by taxes, 
may increase somewhat. Some evidence 
of the extent to which corporations gen- 
erally have set aside reserves, or other- 
wise conserved earnings, is reflected in 
a S. E. C. report of some 1,000 companies 
showing an increase in net working cap- 
ital of over five billion dollars between 
December 31, 1939 and December 31, 
1943. While allowance must be made for 
additional working capital provided 
through sales of securities or from bank 
loans, industry is well financed to meet 
the problems which lie ahead and share- 
holders, in most instances, can look with 
confidence to the maintenance of current 
rates of dividends, at least during the 
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next year or two if the many pronounce- 
ments of business volume during the 
immediate post-war period are partially 
correct. 

Post-war estimates of national income 
range from $100 billion to $150 billion 
compared with $158 billion estimated for 
1944 and only $94.5 billion for the pre- 
active-war year of 1941. If we study the 
five years 1935-39 (average national in- 
come $65 billion) a period which is re- 
garded as pretty typical of American 
industry, we gain some rather assuring 
data about earnings and dividends (see 
opposite page). 

A more detailed study of 80 companies, 
usually found in conservative portfolios, 
revealed 44 (or 55%) paid a smaller divi- 
dend in 1943 than was paid on an aver- 
age in the 1935-39 period. 

Seemingly we can conclude that by and 
large common dividends will be maintain- 
ed and even rise in some instances, con- 
tingent upon the extent of relief from 
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EARNINGS 

1943 1935-39 
Av. 

Automotive 

General Motors PEE OMe ; 3.92 
Chrysler — e; 8.36 
Electric Auto Lite , k 3.06 
Borg Warner 2.51 


Building 
Pittsburgh Plate Glass s 5.79 
U. S. Gypsum ne 3. 3.95 
Sherwin Williams 6.21 


Chemical 


Union Carbide 
E. I. DuPont 
Monsanto 


Electric 
General Electric 
Westinghouse Elec. & Mfg. 


Food 
General Mills 
General Foods 
American Chicle 
National Dairy 


Machinery 


International Harvester 
Link Belt : 
United Shoe Machinery 


Miscellaneous 
American Can 
Owens Illinois Glass 
Proctor & Gamble 
Inland Steel Co. 


Standard Oil of Ind. . 
Standard Oil of N. J. 
Continental Oil 
Texas Co. - 


Retail Trade 
Penney 
May Dept. Stores 
Sears Roebuck ue 
Montgomery Ward _ 
Woolworth 


Tobacco 
American Tobacco : 
Liggett & Myers _.... 
Philip Morris ——_-. 


DIVIDENDS 


1943 


1935-39 
Av. 


2.65 
6.20 
1.90 
1.44 


3.83 
2.70 
3.75 


2.27 
5.21 
2.50 


1.37 
2.50 


3.15 
2.15 
5.85 
1,14 


2.17 
1.89 
4.45 


4.60 
2.35 
2.67 
5.65 


1.59 
1.70 
1.12 
1.75 


1943 
Excess 
Profits 
Tax. 


4.00 
2.48 
13.23 
11.38 


1.22 
2.18 
4.36 
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excess profits taxes, the impact of which 
on earnings too often is not fully real- 
ized. 


Market Outlook 


While we are justified, as managers of 
conservative funds, in giving only pass- 
ing attention to the short swings of the 
market, we are desirous of taking some 
advantage of the longer term movements 
and at least in a measure preserving 
some of the increase in value which our 
funds have enjoyed. We frequently hear 
today that we are in the last stage of a 
bull market, students of the charts point- 
ing out the present bull market has lasted 
about 30 months, which compares with 
an average of 24 months and an all-time 
record of some 33 or 34 months. Some 
trust men have given much study to 
graphs and mechanical devices, which 
seemingly are designed much like an 
alarm clock to indicate when _ stocks 
should be bought and sold. This at times 
may prove quite helpful under certain 
circumstances, but considering the prob- 
lem as a whole, I entertain considerable 


doubt that trustees, as a matter of gen- 
eral investment policy, will undertake a 
wholesale liquidation of common share 
holdings of trust estates. 

There would appear to be a number of 


reasons why this should be true. The 
fundamental obligation of a trustee to 
produce a reasonable income raises a 
serious obstacle to such a program. If 
the price level of stocks generally is so 
high as actually occurred in 1929, when 
the yield on stocks was less than on good 
bonds, the task is simple, but otherwise 
an awkward situation might arise, and 


Present Trusts - 


MUNICIPAL §=6U.S. GOVT. PUBLIC UTILITY CANADIAN INDUSTRIAL REAL ESTATE RAuRoaD STOCKS 
mos BOnDs Bones somos BomDs 


Detroit Trust Company’s investment diversification, 
as shown in recent issue of DTC Quarterly 


COMPOSITE OF ASSETS HELD 


OTHER ASSETS 
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the trustee find himself assailed by the 
current recipient of the income whose in- 
terest is frequently in direct conflict with 
that of the remainderman. This would 
be particularly true where the stock was 
purchased at an extremely favorable 
price and yield. Since the life tenant in 
many instances is also a co-trustee, con- 
siderable difficulty will be encountered 
in the sale of a given stock. 


Since it is impracticable to adopt a 
general program to be strictly observed 
in the investment of funds in a large 
number of trust estates because of the 
different requirements and problems pe- 
culiar to a given estate, considerable op- 
position must be expected with respect 
to any program looking to a sweeping 
change of investment policy involving 
widespread selling of common. stocks. 
Where a trust estate has only a relatively 
short period to run, or where cash re- 
quirements are known, the alert invest- 
ment manager will take advantage of a 
market level, such as was attained in 
July and again recently, to liquidate 
stocks possibly anticipating the termina- 
tion or need for funds for a considerable 
period in advance. 


Selection 


We have learned also to be more selec- 
tive in the purchase of stocks, particular- 
ly when the general price level as at 
present renders many issues relatively 
unattractive after due consideration is 
given to pre-war earnings, possible tax 
relief, and the post-war outlook. Giving 
effect to these factors, we have developed 
areas in which certain stocks are definite- 
ly unattractive, a step in the direction 

of better investment timing, a 
procedure which seemingly is re- 
_— ceiving almost as much consider- 

. ation as the actual selection of 
the securities to be purchased. 
These studies are also proving 
very helpful in inviting attention 
to stocks which seemingly have 
exhausted their possibilities, and 
in some instances have prompted 
us to sell and to reinvest the pro- 
ceeds in more attractive stocks, 
or even in fixed income bearing 
securities where it was felt some 


(Lond coatech, 
mortgages otc.) 
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reduction in the amount of equities was 
in order. 


Practically every corporate fiduciary 
has adopted rather definite ratios of 
stocks to bonds. Where appraisals of the 
trust estate indicate an excess of the 
market value over the ratio assigned, 
probably the result of a general increase 
in the price level of stocks, serious con- 
sideration should be given to the sale of 
the least attractive stocks, and to this 
extent to take advantage of such market 
levels, unless prevailing circumstances 
would seem to justify a change in the 
ratio between equities and fixed income 
bearing securities. 


This type of market also makes it pos- 
sible for us to re-appraise securities in 
certain trusts where investments were 
acquired at a relatively high level, pos- 
sibly under the pressure of the prompt 
investment rule, and if circumstances 
permit to indulge in some rather large 
scale selling, with the thought of re- 
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acquiring the stocks at a more attractive 
price level. 

While I do not share many of the opin- 
ions expressed with respect to corporate 
tax relief, it would seem a holder of 
equities, such as those referred to earlier, 
is entitled to feel that, with only modest 
relief from excess profits taxes, per share 
earnings will increase sufficiently to just- 
ify the present price level. 

Finally, the tremendous accumulated 
demand for all types of consumer goods 
and the extensive programs of private 
building and public works, to mention but 
a few, offer considerable assurance that 
American business in the immediate post- 
war period can look forward to a large 
volume of business, producing, with only 
a modest amount of tax relief, net earn- 
ings sufficient at least to sustain the 
present price level, thus affording us an 
ample opportunity to make such adjust-. 
ments of the common stock holdings of 
our trust portfolios as our own appraisal 
of a subsequent business period would 
seem to dictate. 
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The Chase offers trust officers and others 
acting in fiduciary capacities a well 
rounded service in this type of invest- 
ment. Inquiries will receive the per- 


sonal attention of experienced officers. 


Bond Department 
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POST-WAR INTEREST RATES AND 
GOVERNMENT SECURITY PRICES 


JAMES C. DOLLEY 
Director of Research, Federal Reserve Bank of Dallas 


S of June 30, 1940, the total direct in- 
terest-bearing public debt was $42 
billion; on August 31, 1944, it was $208 
billion. Of the direct interest-bearing 
debt outstanding on August 31, 29 per 
cent will mature within 1 year, 20 per 
cent in 1 to 5 years, 33 per cent in 5 to 10 
years, 12 per cent in 10 to 20 years, and 
6 per cent in more than 20 years. 


The computed interest charge on the 
direct debt is running at an annual rate 
of about $4 billion, an average rate of 
1.928 per cent as compared with 2.583 
per cent in 1940. The trend is still down- 
ward, being influenced chiefly by the 
greater proportion of short-term debt in 
the grand aggregate. Never before in our 
history has a major war been financed 
without a pronounced tightening of the 
money market. 


On the assumption that the fighting will 
not end for another 18 months, many 
writers estimate the post-war debt level at 
approximately $300 billion. If present fi- 
nancing policies are continued, at least 50 
per cent of that total will be in the form of 
securities payable on demand or maturing 
within one year. At the present average 
annual interest rate, the aggregate interest 
cost to the Treasury on such a debt will run 
between $5.75 and $6 billion, a sum so sub- 
stantial that it is bound to exercise a power- 
ful influence on the post-war pattern of 
security yields. Any refunding of the float- 
ing debt into longer-term issues will, of 
course, serve to increase the interest cost. 


Post-War Demand for Capital 


Most bankers expect the business demand 
for working capital to increase moderately 
but to be relatively light. Business concern 
holdings of cash and Government securities 
are at record levels and together with war 
contract cancellation payments should be 
generally adequate to finance early working 
capital requirements. In the fixed-capital 
field some little: volume of financing is ex- 


From address before 14th Mid-Continent Trust 
Trust Conference, Nov. 9. 


pected to develop rather quickly for the 
purpose of purchasing Government-owned 
war plants. Subsequent demand will de- 
pend on the level of business activity in 
general and on the development of new in- 
dustries in particular. Funds now held by 
business concerns are believed to be ade- 
quate in most cases to care for deferred 
maintenance and reconversion although some 
demand for term credit to meet these 
needs is certain. 


Consumer credit is expected to expand as 
quickly as durable consumer goods become 
available, on the theory that many people 
will prefer to retain a portion or all of their . 
war-time savings and will be attracted by 
relatively easy borrowing terms. A sharp 
expansion in the volume of mortgage credit 
is probable to finance the purchase and con- 
struction of new homes. 


There is every reason to believe that the 
foreign demand for credit will be very heavy 
but the bulk of this demand will not meas- 
ure up to minimum credit standards and 
without some sort of Government guarantee 
would not be acceptable. The adoption of 
international credit mechanisms, such as 
were outlined at the Bretton Woods Confer- 
ence, could easily lead to a substantial vol- 
ume of foreign lending both short-term and 
long-term. 

The state and municipal Government de- 
mand for credit is expected to be substantial 
to finance war-deferred public improve- 
ments, notably highway renovation and new 
construction. The generally-accepted phil- 
osophy of providing employment through 
public works projects also will serve to swell 
this total. 

Similarly, the Federal Treasury can be 
expected to be a heavy borrower of new 
money in the immediate post-war period. 
The end of the war will not bring an abrupt 
halt in military expenditures. Occupation 
costs, demobilization delays, and the main- 
tenance of a permanent large military es- 
tablishment, together with public tax reduc- 
tion demands, almost guarantee Treasury 
deficits for the first year or so after the 
shooting ends. In addition, substantial re- 
funding obligations would appear to be in- 
evitable. 





Post-War Supply of Capital 


Three sources of lending power deserve 
consideration—individuals, business  con- 
cerns, and the banking system. The volume 
of savings owned by individuals today is the 
greatest in history and there is every rea- 
son to expect the aggregate to grow through- 
out the remaining war period. The SEC 
estimates that individual holdings of cur- 
rency and bank deposits have increased 
from $44 billion in January, 1940, to $84 
billion in June, 1944. 


Similarly, business savings now stand at 
record levels. The net working capital of 
all non-financial corporations increased from 
$24.6 billion at the end of 1939, to $41.6 
billion four years later. Most of the bus- 
iness-owned cash will be utilized in meeting 
reconversion costs and, therefore, will af- 
fect interest rates through reducing the 
effective demand for working capital funds. 

The banking system constitutes the larg- 
est potential supplier of loanable funds. The 
measure of the ability of the system to 
lend is the level of its excess reserves. Over 
the past year, excess reserves of the member 
banks have been fluctuating around $1 bil- 
lion. By the end of the war it is quite pos- 
sible that member bank excess reserves will 
have vanished entirely. During the im- 
mediate post-war years, however, it is rea- 
sonable to believe that this reserve position 
will be improved by a return flow of some 
of the huge increase in currency in circula- 
tion. In addition, it is probable that re- 
serves will be bolstered by some inflow of 
gold. Both of these developments would not 
only add to member bank excess reserves 
but would also improve the reserve position 
of the central banks, the first by reducing 
their note liabilities and the second by in- 
creasing their gold assets. 


However, the real key to the lending 
ability of the banks is to be found in the 
ability and willingness of the central banks 
to supply loanable funds to the member 
banks. Since the spring of 1942, the re- 
serve ratio of the Federal Reserve banks 
has declined steadily from 91 per cent to a 
present level of 52 per cent, about 14 per- 
centage points above the minimum required 
by existing legislation. This decline is the 
normal result to be expected from heavy war 
financing. Moreover, there is every reason 
to expect that the ratio will continue to 
decline throughout the balance of the war 
period as Federal Reserve note circulation 
and member bank reserve balances continue 
to rise, while gold is being acquired for 
foreign accounts. 


TRUSTS and ESTATES—December 1944 


It is quite possible that by the end of 
the war the gold reserve ratio will have 
dropped to the presently prescribed statu- 
tory level. Unless something should then 
be done, the Federal Reserve System will 
have reached the limit of its lending power. 
However, many things could be done to re- 
lieve the situation, among which are: a 
statutory reduction of the gold reserve re- 
quired against Federal Reserve deposit lia- 
bilities, the substitution of Federal Reserve 
bank notes and Treasury currency for the 
partially gold-covered Federal Reserve 
notes, and the sale of gold in the exchange 
stabilization fund to the central banks. In 
addition, member bank excess_ reserves 
could be increased by lowering required 
legal reserves to the level permitted by 
existing legislation. Any one of these moves 
would materially increase the supply of 
bank credit. 


Post-War Government Control 


Among the factors suggesting a continu- 
ation of government control are: 


First, any tightening of the money mar- 
ket will inevitably raise the cost of servic- 
ing the debt at a time when the public de- 
mand for tax reduction will undoubtedly be 
very strong. Second, the prospect is for 
continued Treasury deficits during the first 
one or two years after the war. A contin- 
ued easy money market will facilitate the 
raising of this new money and will serve 
also to hold down interest costs. Third, 
substantial Treasury refunding operations 
are probable in the immediate post-war 
period. It is possible that a large portion 
of the floating debt will be refunded into 
longer-term obligations; if this is not done 
the Treasury will be interested in a con- 
tinued easy money market to facilitate the 
heavy roll-over of short-term paper. Fur- 
ther, it is probable that a substantial redis- 
tribution of outstanding Treasury obliga- 
tions will take place. Much of this, notably 
War Savings Bond redemption, will involve 
refunding and all of it would be facilitated 
by a stable pattern of Government security 
prices. It is difficult to believe that the 
Treasury will lose its interest in an easy 
money market until such time as its budget 
is in balance and refunding operations are 
completed, leaving it relatively independent 
of market trends. 


Fourth, a rise in long-term interest rates 
would result in a depreciation of Govern- 
ment bond portfolios held by commercial 
banks and other financial institutions, and 
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could easily result in impairment of bank 
capital accounts. 


Fifth, any marked hardening of interest 
rates might easily shake the confidence of 
bondholders, leading to a wholesale dumping 
of securities and collapsing prices. The sur- 
est guarantee against such an impairment 
of public confidence is a stable level of 
Government security prices. 


Sixth, there will certainly be a desire 
to continue easy money market conditions 
in the post-war period to facilitate borrow- 
ing for industrial reconversion and expan- 
sion. 

On the other hand, certain factors suggest 
the possibility of a relaxation of Govern- 
ment control over the money market fol- 
lowing the end of the war. For one thing, 
the need of certain investors for more in- 
come may lead to a demand for higher yields 
on Government bonds. Such a demand 
would be expected to come from individuals 
living on limited funded incomes and from 
some institutions depending on endowment 
funds. It is not likely that a demand of 
this sort would attain serious proportions. 
Further, offsetting this possibility of higher 
yields would be strong public opposition to 
any move which might make for increased 
income taxes, 

Second, it is possible that commercial in- 
terest rates will rise, reflecting a prosperity 
demand for credit. As these rates rise there 
would be a tendency to shift out of Govern- 
ments with consequent pressure on Govern- 
ment security prices. 

Third, it is possible that the post-war 
period will see a sharp drift of political 
thinking to the right and away from Govern- 
ment regulation, control, and ownership of 
business. Supporting this possibility will 
be an overwhelming public desire to do 
away with the war-time controls and re- 
strictions which have inconvenienced the 
entire population. Numerous countervailing 
factors can, of course, be pointed out, such 
as the political commitments which have 
already been made with respect to wage 
rates, farm prices, and an easy money 
market. 

One further point deserves brief consider- 
ation. If the ultimate decision is to continue 
with the existing control’ policy, it may well 
be asked whether the present control 
machinery is adequate to maintain contin- 
ued ease in the money market. There is 
little doubt of the ability of the banking 
system to support the Government security 
market for a considerable time, certainly 
over the immediate post-war period which 
is under consideration. To accomplish yield 
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stabilization over an indefinite future period, 
the present control mechanism almost cer- 
tainly would require implementation in the 
form of new controls aimed at regulating 
the demand side of the market equation. 
Over the short-run, however, there is little 
reason to doubt that the existing control 
machinery would prove adequate to the 
task of maintaining an easy money market. 


—_———0 


Power to Add Legals 


A recent opinion by Nathaniel L. Gold- 
stein, Attorney-General of New York, rules 
that the securities or obligations in which 
the Banking Board may authorize invest- 
ment under Banking Law §14, subdivision 
1(f), upon proper application, and in which 
savings banks may invest under Banking 
Law §235 (19), include the interest bearing 
obligations of private or municipal corpor- 
ations of a class for which specific statutory 
tests are provided, but which do not fully 
meet such tests, as well as those of corpo- 
rations for which no statutory test is pro- 
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Offers a predetermined pro- 
gram of action whether market 
prices rise or fall. Enforces 
profit taking and materially re- 
duces shrinkage caused by fall- 
ing prices. Operated success- 


fully for 9 years. 


Inquiries from individual investors 
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New 


1944-45 
Edition 


The CCH Federal Tax 
Course comes in hand- 
some 8 ,"x10”" durable 
binder, semi-flexible. 


@ Here is a practical ready reference and training course in federal 
taxation. Here is a plain-spoken explanation of the outstanding 
federal taxes as imposed by the federal revenue laws — with 
emphasis throughout on federal income taxation. Actually every 
angle of federal taxation, including the new Individual Income Tax 
Act of 1944, ‘‘pay-as-you-go,"’ income tax withholding, capital 
stock tax, excess profits tax, declared value excess-profits tax, gift 
tax, estate tax, and excise taxes, comes in for understandable ex- 
planation and discussion. Not a book, not a loose leaf service, this 
is a Course especially designed to make it easy to become familiar 
with the ‘‘ins’’ and ‘‘outs'' of the federal tax system — how it has 
developed — what it is today. Stems from George T. Altman's 
popular work. 


@ Each Tax, Each Taxpayer — Individuals, Corporations, Partner- 

ships, Estates and Trusts — whatever the tax, whoever the taxpayer, 

if it is federal taxation and belongs in the Course, it is covered here, 

specifically, definitely. Over 500 illustrative examples and calcula- 

‘ ‘ tions make plainer just how the federal tax laws are actually inter- 

JV For Practical Pointers preted and applied. Current filled-in return forms, and pertinent 

Code provisions provided, plus a wealth of ‘‘real-life’’ background 

from actual tax practice all contribute to supply everything neces- 

Actual page size sary or helpful for an everyday, working knowledge of federal 
- +e nee taxation. 
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LAW AND TAXES 


CURRENT FEDERAL 
TAX NOTES 


PETER GUY EVANS 


Member of New York Bar; Certified Public Accountant (N. Y. and N. J.); 
Lecturer on Taxation at Columbia and Rutgers Universities 


Income Tax 


Oklahoma community property law 
does not permit spouses to divide in- 
come. By legislative enactment, effective 
July 29, 1939, Oklahoma adopted optional 
community property law, which provides 
that same becomes operative only when 
election to come thereunder is made by 
the spouses. On October 26, 1939, tax- 
payer and wife, domiciled in the state, 
filed such written election. Accordingly, 
they filed separate returns for 1939, 
wherein each reported one half of the 
income received by them in November 
and December, 1939. The Supreme Court 
held that since the law creates a con- 
sensual rather than a legal community, 
the income cannot be divided between 
the spouses for federal income tax pur- 
poses. The opinion states, “the important 
fact is that the community system of 
Oklahoma is not a system, dictated by 
State policy, as an incident of matri- 
mony.” Commr. v. Harmon, U.S. §8.Ct., 
No. 33, Nov. 20. 

Power to amend trust does not consti- 
tute substantial adverse interest. Tax- 
payers, husband and wife, set up two 
separate trusts for the benefit of their 
two children. Each trust gives the 
grantor’s spouse as an individual, power 
to amend but not to revoke or increase 
any of the interests under the trust. How- 
ever, on attaining majority, beneficiary 
may, jointly, revoke trust. Spouse has 
no beneficial interest but will take only 
under certain conditions. The Tax Court 
held the trust income taxable to the tax- 
payer under Sec. 167 of the 1938 Act, 
because the person with amending power 
does not have a substantial adverse in- 





terest. Savage v. Commr. (two cases), 
4 T.C. No. 36, Nov. 6. 


Election campaign expenses not de- 
ductible. The Supreme Court, in a 5 to 4 
decision, held that no deduction will be 
allowed for federal income tax purposes 
for political party assessment and ex- 
penses incurred by an interim appointed 
judge, seeking election to that office. 
(Note: The well-argued minority opinion 
offers interesting possibilities for cases 
involving deductions for business or job 
expenses.) McDonald v. Commr., U.S. 
S.Ct., No. 36, Nov. 20. 


State court’s construction of trust in- 
strument binding on Federal courts. 
Trust corpus consisted of shares of cer- 
tain corporate stock. The trust instru- 
ment provided in part for paying to the 
beneficiary “. .. the net cash income re- 
ceived by them from said shares of 
stock.” In 1936 and 1937, trustees re- 
ceived dividends consisting of cash and 
interest bearing debenture notes. Com- 
missioner included both the cash and 
debenture dividends as income of the 
beneficiary and assessed deficiencies. 
However, in 1941, the State court (Min- 
nesota) ruled, in a petition for construc- 
tion of the trust instrument, that the 
words “net cash income .. .” mean that 
the beneficiary was entitled to receive 
only such cash income, and that the bene- 
ficiary had no interest in the debenture 
notes but that they were the property of 
the trust. The Court held for the tax- 
payer on the ground that the decision 
of the State court was conclusive on the 
Federal courts. (Hisenmenger v. Commr., 
C.C.A.-8, Oct. 23. 
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Trustees’ commissions paid out of cor- 
pora deductible from gross income. Com- 
missions were paid to trustees out of 
corpus of three testamentary trusts, 
based on a percentage of receipts and 
disbursements of trust assets in accord- 
ance with Sec. 285 of the New York Sur- 
rogate’s Court Act. The Tax Court held 
such commissions to be deductible from 
the gross income of the trusts under Sec. 
23(a) (2) of the I.R.C., as amended by 
Sec. 121 of the 1942 Act. Knox Trusts 
v. Commr., 4 T. C. No. 32, Oct. 31. 


Distribution of securities to charitable 
organizations not deductible from trust 
income. Original trust corpora, set up 
in 1931, consisted of stock of certain cor- 
poration which was liquidated in 1938. 
Accordingly, trusts received other secur- 
ities as distribution in liquidation. Pur- 
suant to authority contained in the trust 
instrument the trustees gave some of the 
stocks so received to three charitable or- 
ganizations. Then by resolution the trus- 
tees charged the value of the securities 
so distributed against income and claim- 
ed the amount as a deduction under Sec. 
162(a) of the I.R.C. The Court held 
that the value of such securities is not 
deductible from trust income. (Note: 
Gifts were made from corpus and not 
from income; resolutions of trustees 
could not convert corpus into income.) 
Frank Trusts v. Comm., C.C.A.-3, Nov. 2. 

Beneficiary taxable on distributable 
share without deduction of value of trust 
gifts. Under terms of trust, beneficiary 
was to receive 50% of trust net income. 
However, with her consent, trustees, 
could make contributions to charity 
either out of income or corpus. It was 
provided that no title in the trust estate 
or income should-vest in the beneficiaries 
prior to actual distribution. Beneficiary, 
because of such gift to charity, maintain- 
ed she did not receive the amount of in- 
come claimed. The Court held that the 
beneficiary is taxable on the full amount 
of her distributable share without any 
allowance for deduction for charitable 
gifts. Frank v. Commr., C.C.A.-3, No. 2. 


Estate Tax 


Finding of estate tax deficiency bars 
suit for recovery of any part of taz. 
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After Commissioner issued notice of es- 
tate tax deficiency, executor filed petition 
with BTA (now the Tax Court) for a 
redetermination based on three errors, 
one of which was the disallowance of 


estimated attorneys’ fees of $10,000 
claimed on the Estate Tax Return filed 
in December 1939. This issue was not 
pressed at trial because final amount 
would be uncertain until disposition of 
the litigation. The decision resulted in 
a deficiency of some $53,000, but no men- 
tion was made of the attorneys’ fees. 
Eventually, these fees amounted to some 
$40,000 which, if deductible, would re- 
duce the estate tax by $14,000. Shortly 
after final payment was made to the at- 
torneys, the executor filed claim for re- 
fund, which was subsequently rejected 
by the Commissioner. He contended that 
the action was barred by Sec. 319(a) of 
the 1926 Act, as amended, which pro- 
vides that if a petition was filed with the 
BTA no suit for recovery of any part of 
the tax appealed from could be instituted 
in any court. The Court held that the 
earlier litigation barred subsequent claim 
for refund based on deduction of attor- 
neys’ fees. Moir , Exec’r. v. U. S., 
U.S.D.C. Mass., Oct. 25. 


Irrevocable trust includible in gross 
estate of decedent, due to possibility of 
reverter. In 1922 decedent, who was 42 
years old and intended to remarry, cre- 
ated an irrevocable trust with some 
$600,000 of property for herself for life 
with remainder to three children or their 
survivors. When trust was set up children 
were all under 21 (11, 19 and 20) and 
had no children. It was conceded that 
the grantor’s reservation of a life estate 
was not a controlling factor in taxing the 
transfer. (The statute subjecting such 
transfer to estate tax was not amended 
until 1931 and Congress did not intend 
it to apply to transfers effected prior to 
adopting date.) However, the Court held 
the transfer taxable as part of the gross 
estate as a disposition intended to be ef- 
fective at or after death, because of the 
possibility that the trust property would 
revert to the grantor in the event her 
three children predeceased her without is- 
sue. Central Hanover Bk. & Tr. Co. v. U. 
S., U.S. Ct. of Claims. No. 46003, Nov. 6. 
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Gift Tax 


Donee liable as transferee on gifts to 
him and to others made within the same 
year. The Court, in deciding all the is- 
sues in favor of the Government, held: 
(1) that continued solvency of the donor 
does not preclude liability on donee’s part 
as transferee; (2) that donee is liable 
for unpaid tax on gifts made to others 
within the calendar year although no tax 
is due on gift to donee; (3) that where 
statute of limitations has run against 
donor, tax liability is enforceable against 
donee; (4) that gifts in trust for minors 
are “future interests” because the bene- 
ficiaries’ interests were clearly contingent 
upon their attaining age 21, or termina- 
tion of the trusts by the trustees — 
neither of these may ever occur; and 
(5) that where the Commissioner grant- 
ed erroneous “annual allowances” against 
gifts in prior years, he may, despite the 
running of the statute of limitations 
against the donor, disregard such allow- 
ances, and assess a tax deficiency for sub- 
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sequent year of gift. Winton v. Rey- 
nolds, U.S. D.C., Minn., 4th Div., Oct. 24. 
Rulings, News, Etc. 

Pension Trust. Deadline Extended. Con- 
gress passed H.R. 5543, which provides 
for an extension of time from Dec. 31, 
1944, to June 30, 1945, within which to 
qualify pension and profit sharing plans 
under Sec. 165(a) I.R.C. 

Release of Power of Appointment. 
Deadline extended to July 1, 1945. 

U. S.-Canada Tax Convention. Ratified 
by the Senate on Dec. 6, as signed by 
representatives of the United States and 
Canada in June. Retroactive to June 14, 
1941, date of enactment of Dominion 
Successions Duty Act. 

Port of Authority Appeal. Govern- 
ment to appeal Est. of Shamberg and Est. 
of White, involving taxability of Port 
Authority and Tri-Borough Bridge bonds 
interest, respectively. Supreme Court 
will decide: (1) whether issuers are 
political subdivisions, and (2) whether 
the taxation of such interest is uncon- 
stitutional. 
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Brings you up-to-date, as in previous issues, on the 
application of the federal estate tax, gift tax, and| would benefit the estate. 


Montgomery’s new 


Federal Taxes on Estates, 
Trusts, and Gifts 1944-45 


and where advisable indicates action which 


$7.50 


Re TIO 


(mene 


PEDERA 


TAXES 0° 











Price features of income tax peculiar to estates and trusts. 


The Guide to Estate Planning 


HE 1944-45 issue of this famous manual 

continues to lay emphasis on intelligent 
estate planning—on what can and cannot 
be done to ease the tax burden by reduc- 
ing both estate and income taxes. This is 
the feature which attracted such special 
attention last year among trust officers and 
estate attorneys, and is one of many which 
mark Montgomery’s book as unique. 


EVERY important problem has been re- 

considered in the light of developments 
resulting from the law as amended to 
date and from its administration. Book is 
full of suggestions for current handling 
of estate transactions with tax effects in 
mind. It stresses the necessity for frequent 
review of property in relation to taxes, 


ON any legal or accounting question, the 
effects of federal income tax, gift tax, 
and estate tax are coerdinated for you. 
You see the bearing of new regulations 
issued in past year and of leading decisions. 

Throughout, you have interpretation and 
advice rooted in the experience of an organ- 
ization of lawyers and professional account- 
ants who in years of practice have handled 
thousands of estate problems. 


Order Your Copy Now 


Alt year through, you’ll use Montgom- 

ery’s Federal Taxes on Estates, Trusts, 
and Gifts 1944-45—for answering practical 
problems of tax determination ; for getting 
leads on tax angles in estate practice; for 
its counsel on proper draftsmanship of 
wills, indentures, and other instruments. 
Ready this month—get your order in now. 


THE RONALD PRESS COMPANY, Publishers 


15 East 26th Street, New York 10, N. Yj 
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Reimbursement for taxes not taxable. 
Payments made by the grantor, to re- 
imburse a discretionary trust for the sup- 
port of children for taxes paid on the 
trust income, are not taxable gifts, ac- 
cording to a letter ruling of Oct. 24, 1944, 
from Deputy Commissioner of Internal 
Revenue D. S. Bliss to Wachovia Bank 
and Trust Co., Winston-Salem, N. C. The 
question arose out of the Stuart case and 
the subsequent enactment of Section 134 
of the Revenue Act of 1943. 

PS No. 41. Illustrates three applica- 
tions of stockholder rule with respect to 
contributions for past service credits. 

PS No. 42. Provisions intended to 
limit benefits in accordance with Mim. 
5717 must be specific. Due to variations 
in provisions and terminology among 
plans, no single provision for limiting 
benefits is appropriate for all plans. 

PS No. 43. Organizations exempt un- 
der Sec. 101(6) of the I.R.C. (except 
where annuity contracts are purchased) 
must comply with Sec. 165(a) of the 
I.R.C. where employees’ trust is used. 
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Bar-Trust Company Statement 


In view of the disparity in the functions 
fulfilled by lawyers and trust companies in 
different parts of the state, the Connecticut 
Committee on Bank and Bar Relations has 
deemed it inadvisable to draft a statement 
of policies, reported Vice Chairman Wil- 
liam W. Gager to the annual meeting of the 
Connecticut Bar Association last month. 
The committee hopes this coming year to 
discuss matters of comrnon interest to at- 
torneys and trust officers, particularly in 
the fields of taxation and will draftsman- 
ship. William B. Dana, vice president of 
Hartford National Bank and Trust Com- 
pany, is chairman of the committee. 


0 


Nibbling at the Rule Against 
Perpetuities 


How the Massachusetts court has circum- 
vented the rule against perpetuities is de- 
scribed in an article of the above title by 
Guy Newhall in the October issue of the 
Massachusetts Law Quarterly. The prin- 
cipal case is Worcester County Trust Co. v. 
Marble, 316 Mass. 294, reported at page 
180 of the August 1944 issue of Trusts and 
Estates. The court based its decision, up- 
holding the disposition, on the testator’s 
intent despite the possibility of suspension 
during the lives of persons not in being. 
Other cases are also discussed, showing the 
court’s liberal attitude. 


0 





Favors Apportioning Death Taxes 


The Bank and Trust Company Law Sec- 
tion of the Connecticut State Bar Associa- 
tion, at its recent annual meeting, adopted 
the following resolution: 

“RESOLVED that the Bank and Trust 
Company Section recommends that the As- 
sociation sponsor before the General As- 
sembly an act providing for the equitable 
apportionment of the Federal Estate Tax 
among the recipients of the property in- 
cluded in the gross estate for Federal Estate 
Tax purposes.” 
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To Define Practice of Law 


The Louisville Bar Association is bring- 
ing a suit to restrain banks and trust com- 
panies from handling legal work, particu- 
larly in connection with drafting of wills 
and trusts and court accounting. The courts 
will be asked to define the rights of lawyers, 
as well as those of trust companies. 
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Compensation — Trustee of Trust Dis- 
posed of Under Power of Appointment 
Denied ‘‘Minimum Principal Com- 
mission”’ 

New York—Surrogate’s Court, New York County 


Matter of Ladew, New York Law Journal, Nov. 
27, 1944, p. 1439. 


In exercising a power of appointment the 
donee directed that the principal of the 
trust be continued in trust and appointed 
two individuals as trustees for such pur- 
pose. During the donee’s life the fund had 
been administered by a bank as trustee un- 
der the will of the donor of the power. The 
donor of the power died domiciled in New 
York County; the donee died domiciled in 
Nassau County; and the two _ individual 
trustees appointed by the donee qualified as 
such trustees in the Surrogate’s Court of 
New York County as successor trustees un- 
der the will of the donor of the power. By 
virtue of the exercise of the power the bank 
would have nothing further to do with the 
management and operation of the trust. On 
its accounting the bank as retiring trustee 
sought the “minimum principal commis- 
sion” payable to a trustee “who is acting 
at a time of distribution of principal” under 
S.C.A. §285-2, sub-division 3. 

HELD: The quoted statutory language 
referred only to a distribution which was a 
final and complete distribution of assets; the 
trust remained a single one; this was not 
the kind of “distribution” envisaged by the 
statute; and therefore the retiring trustee’s 
request for the minimum principal commis- 
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sion should be denied; without prejudice to 
allowance to it of commissions for reciving 
principal under Chap. 1388 of the laws of 
1944, 
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Conflict of Laws — Inheritance by 
Adopted Child 


Minnesota—Supreme Court 
In re Youman’s Estate, 15 N.W. (2d) 537. 


A was the adopted child of B, and C was 
the mother of B. C died intestate, a resi- 
dent of Minnesota. Upon C’s death A 
claimed the right to inherit the distributive 
share which her adoptive father, B, would 
have inherited from his mother, C, had he 
survived her. A’s claims are resisted by C’s 
husband and daughter upon the ground that 
(1) the alleged adoption was void under the 
laws of Illinois where it took place, and (2) 
that, even if the adoption was valid, A can- 
not inherit from the decedent as a lineal 
kindred of the adoptive father by virtue of 
Illinois law providing that adoptive children 
shall not have capacity to inherit from the 
lineal or collateral kindred of the adoptive 
parents. A contended that the question of 
inheritance was governed by Minnesota law. 

HELD: (1) Under the Illinois decisions 
(which the Minnesota court decided gov- 
erned the validity of the adoption) substan- 
tial compliance with the statute was suffi- 
cient, and the adoption was valid. 

(2) The majority rule, which the Minne- 
sota court adopts, holds that while the 
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status of the parties acquired by adoption 
is governed by the law of the place of the 
domicile of the adopted child, the rights of 
inheritance are governed in the case of 
realty by the law of the place where it is 
located, and in the case of personalty by 
the law of the place where the decedent 
was domiciled. Therefore, while the laws 
of Illinois govern as to the validity of the 
adoption proceedings, the laws of Minnesota 
govern as to the right of an adopted child 
to inherit from lineal or collateral relatives 
of the adoptive parents. By Minnesota law, 
an adopted child has the same rights as to 
inheritance as if he were the natural legiti- 
mate child of his adoptive parents and it 
applies whether the adoption took place in 
Minnesota or elsewhere. 
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Distribution — Assignment of Trust 
Beneficiary’s Interest Is Subject to 
Debt Owed to Trust 


Iowa—Supreme Court 
In re Lunt, 16 N. W. 25, Oct. 17, 1944. 


X, beneficiary of a trust, became insolvent 
and the trustees and the other beneficiaries 
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borrowed money to pay his debt, executing 
a mortgage to secure it on a farm owned 
by the trust. X allowed the mortgage to be 
foreclosed. X then conveyed his interest 
in the trust to Y. On the question of dis- 
tribution of trust assets, 

HELD: Y’s interest was subject to the 
repayment of the loan, and as between X 
and Y the debt was a primary charge to 
which the statute of limitations did not 
apply. 
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Distribution — Date of Determination of 
“Heirs” 


District Court of the United States for the 
District of Columbia 


Costello v. Costello, 72 Washington Law Reporter 
1014. 


Decedent devised a remainder interest in 
real property to “such persons as may at 
the time of the death of my said brother 
(life tenant) be my heirs at law, in fee sim- 
ple and absolutely.” Construction of the 
will was sought to determine whether testa- 
trix gave the remainder in the property, in 
which her brother had a life estate, to her 
heirs at the time of her death or to her 
heirs to be determined at the death of her 
brother. 

HELD: The general rule that heirs of a 
person are to be determined as of the death 
of the decedent is not applicable where the 
intent of the testatrix clearly fixes the 
time at which the heirs are to be deter- 
mined. Here the language employed clear- 
ly shows that intent and the heirs are to be 
determined as of the date of death of the 
brother. 
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Distribution — Effect of Death of Trust 
Beneficiary Without Issue 


California—District Court of Appeal 
Estate of Wattson, 66 A.C.A. 841 (Nov. 10, 1944). 


Testatrix left one-half of her estate in 
trust for her nephew, George Wattson, age 
twenty-six. George was to receive the net 
income until he should attain the age of 
thirty-five, “when the entire corpus and all 
undistributed income shall go to and vest in 
him. Should he die before attaining the 
age of thirty-five years leaving issue, the 
trust shall continue until he would have 
attained that age had he lived and then 
terminate, the net income during that pe- 
riod to be paid to his issue share and share 
alike. Upon said termination the corpus 
shall go to, and vest in, said issue then living 








LAW AND TAXES 


share and share alike, and in default of 
issue the trust shall immediately terminate 
upon the death of the last issue and the 
corpus and all undistributed income shall 
thereupon go to, and vest in, those [who] 
would be his heirs,’’ according to the Cal- 
ifornia statute of succession. George Watt- 
son died at the age of twenty-eight, leaving 
a widow but no issue. On the widow’s peti- 
tion for a determination as to who was en- 
titled to receive the corpus of George Watt- 
son’s trust, 

HELD: The trust property was inte- 
state property of the testatrix, Mary Watt- 
son, distributable to her surviving nephew, 
Leonard, and the estate of George Wattson 
in equal shares. George’s heirs could take 
only if he had left issue, who had all died 
prior to George’s death. 


NOTE: The construction adopted by 
the court seems questionable for two rea- 
sons: (1) It seems plain that the testatrix 
intended that “in default of issue” of 
George, the trust property was to go to his 
heirs. It does not seem reasonable that the 
testatrix would intend that George’s heirs 
take if he had left issue who had all died 
and would not intend a similar result if he 
never had any issue. 


(2) It seems at least arguable that 
George was given a vested interest, subject 
to divestiture upon a condition which did 
not occur, namely, having had issue who 
survived him. The divesting contingency 
not having occurred, George’s estate, on 
this construction, would have been entitled 
to the trust property. 
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Distribution —— Election by Legatee by 
Accepting Benefits Under the Will 


Massachusetts—Supreme Judicial Court 
Thurlow v. Thurlow, 1944 A.S. 1413. 


X and his wife Y owned stock in the T 
Co., standing in the names of “X or Y or 
survivor.” X died first and Y five years 
later. By his will X gave the residue of his 
estate to his wife for life, to use the income 
and so much of the principal as she needed 
for her support, etc., and on her death, out 
of what was left, among other legacies he 
bequeathed “my shares in the T Co.” to his 
wife’s nephew R. 


HELD: This was a specific bequest of 
the T Co. stock to R on the wife’s death. 
Accordingly, although the title to the stock 
passed to Y by survivorship, she was forced 
to make an election between the two incon- 
sistent positions, (1) of accepting the bene- 
fits under the will, with the consequent giv- 
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ing up of her rights in the T Co. stock ex- 
cept those the will gave her, or (2) re- 
nouncing all benefits under the will and 
claiming the stock as surviving joint ten- 
ant. By accepting the provisions of the 
will for nearly five years after X’s death, 
she made her election and it is now too late 
for her estate to claim the stock as against 
R, who became entitled to it on her death. 
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Distribution — Remainder to Testator’s 
Heirs As of What Date Deter- 
mined? 









Massachusetts—Supreme Judicial Court 
Taylor v. Albree, 1944 A.S. 1335. 







The will gave the residue in trust to pay 
eleven annuities, each for the life of the 
particular annuitant. It then provided that 
“upon the decease of all the annuitants”’ the 
trustees were to pay over and convey all 
the trust estate “to my legal heirs and rep- 
resentatives, whoever they may be, to be 
determined by, and the distribution to be 
made in accordance with, the Statutes of 
this Commonwealth.” The last annuitant 
died November 23, 1942. The trust estate 
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was wholly personalty, but some of it was 
the proceeds of real estate earlier held by 
the trustees. The legal heirs at the date of 
death were all annuitants. : 


HELD: The phrase “heirs and represen- 
tatives” meant heirs determined as of the 
date of death of the last annuitant. The 
determining factor in the decision was the 
use of the phrase, “whoever they may be,”’ 
thus indicating an uncertainty as to who the 
heirs might be, which would not exist if the 
testator had meant heirs at his own death; 
also the phrase, “to be determined in ac- 
cordance with” the statutes of Massachu- 
setts. 

At the death of the last annuitant the 
heirs were two grandchildren and two chil- 
dren of a deceased grandchild. The court 
held that the grandchildren each took one- 
third while the great grandchildren divided 
the other third. 
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Distribution — Right of Alien Enemies 
to Appeal 


Kentucky— 
Schott v. Schott’s Ex’r., 298 Ky. 55. 


The appellants were residents of Germany 
but the heirs at law of the testator. From 
a decision of the lower court dismissing the 
answers and cross-petitions of such appel- 
lant enemies an appeal was taken. The 
appellees moved to dismiss the appeal on 
the ground that citizens of enemy countries 
could not maintain the appeal. The motion 
to dismiss was overruled by the court, the 
court saying: 

“***The litigation was begun by appellee in 1931 
in an action for settlement and advice, and the 
four were made defendants. We had the same sort 
of motion before us in Rau v. Rowe, 184 Ky. 841, 
213 S.W. 226. Reference to that opinion will dem- 
onstrate that the motion is without merit. *** Fear 
that any proceeds which may be subject to distri- 
bution among the alien non-residents might become 
enemy funds may be dissipated by a compliance on 
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the part of officers of the court, or the executor 
with General Orders 5, 6 and 20 ‘Office of Alien 
Property Custodian,’ of February 9, 1943. The mo- 
tion is denied.”’ 


In its earlier opinion in Rau v. Rowe, the 
court, after having reviewed the authorities, 
held that although an enemy could not in- 
stitute an action in the courts of the United 
States, he was entitled to defend, and the 
right of defense included the right to ap- 
peal from. an adverse judgment. 

a () 
Jurisdiction — Power of Court to Re 
move Executor 


Wisconsin—Supreme Court 
Will of Erpenbach, 15 N.W. 2d 795, Oct. 10, 1944. 


The executor petitioned the county court 
for instructions as to whether, under a pro- 
vision of the will authorizing him to com- 
promise claims owned by the estate, he 
could compromise his own alleged indebted- 
ness to the estate on which he denied lia- 
bility; also as to whether, in view of the 
fact that the estate had a claim against 
himself, he should furnish a bond as execu- 
tor despite a provision in the will waiving 
a bond. At the time of the hearing on the 
executor’s petition, the court upon oral mo- 
tion of a devisee removed him as executor 
because of his disputed indebtedness and 
his assertion of the power to compromise 
it. Section 324.35 Wisconsin Statutes pro- 
vides that an executor may be removed only 
after notice requiring him to show cause at 
a specified time why he should not be 
removed. 

HELD: The order removing the executor 
was beyond the jurisdiction of the court 
and void because the statutory provision 
as to notice was not complied with. The 
hearing upon the executor’s own petition 
for instructions could not be made to serve 
the purpose of a removal hearing in the 
absence of prior notice to him that a mo- 
tion for removal was to be made. 

Life Tenant and Remainderman — A\l- 
location of Dividend in Stock of An- 
other Corporation 


Massachusetts—Supreme Judicial Court 
Old Colony Trust Co. v. Aymar, 1944 A.S. 1345. 


Under the terms of a trust the income 
was payable to A for life. On her death 
the principal went to Tufts College. The 
trust held 10 shares of stock in Standard 
Oil Company of New Jersey. In November 
of 1943 the Standard voted to distribute 
shares in the Consolidated National Gas 
Company among its stockholders in the pro- 
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portion of one share for each 10 shares held 
in the Standard. This was done in obed- 
ience to orders from the S.E.C., and no 
fractional shares were to be issued, frac- 
tional shares to be paid in cash. The vote 
provided that the value of the distributed 
shares as they stood in the accounts of the 
Standard (about 48 million dollars) should 
be charged to capital surplus. The Standard 
had two surplus accounts, one carried.as 
capital surplus, in excess of the amount of 
the distribution, and the other as earned 
surplus, which was even larger. 

HELD: The dividend went to income, 
not capital, in accordance with the Massa- 
chusetts authorities. It was not a dividend 
in liquidation, and the capital of the corpo- 
ration was not affected, as a large surplus 
remained in both surplus accounts. It was 
the same as if the Standard had sold the 
stock and distributed cash. 

0) 
Life Tenant and Remainderman — Cor- 
porate Form of Estate Management — 

Wasting Assets 


Minnesota—Supreme Court 


In re Trust of George S. Koffend (1944), 15 N.W. 
(2d) 590. 


A appointed his wife, B, as executrix and 
as trustee under a residuary trust. The 
will “directed her to pay ‘out of cash in 
bank and life insurance then to be in my 
estate’ his just debts, the expenses of his 
last illness, funeral and administration of 
his estate and the inheritance tax on all 
legacies, bequests, and devises.”’ The resi- 
due of the estate was given to B who was 
directed to transfer the property, other 
than the stock in X Corporation, to the X 
Corporation to be its “absolute property.” 
(A owned all of the stock of the X Corpora- 
tion except 5 shares which were in the 
hands of the directors.) The will provided 
that the business of the X Corporation was 
to be “fa holding company and will consist 
principally of the collection of money due, 
both principal and interest, and the invest- 
ment of the same.” 

The will provided that during her life- 
time, the wife as executrix and trustee, 
shall vote the stock of the corporation for a 
board of directors composed of herself and 
four other named persons. The will re- 
quested the directors to vote an annual sal- 
ary of $3,600 for the wife for her services 
as an officer “provided the assets of the 
corporation will permit’; and to vote from 
the surplus of the corporation or earnings 
additional sums for her support as they 
deem proper and necessary. Upon the wife’s 
death, First National Bank of Minneapolis 
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was to be successor trustee and by the will 
was to pay certain named individuals for 
their life the annual net income “from my in- 
terest in” X Corporation with remainder over 
upon the death of the life tenants. By a 
codicil the wife, as trustee, was directed to 
pay to herself annually “all net earnings to 
be received by her as such trustees from 
the said stock in” X Corporation, provided 
the directors might in their discretion cre- 
ate a surplus fund in which might be placed 
not to exceed ten per cent of its yearly 
earnings. 

Probate was had in Minnesota and an- 
cillary administration in California. There 
was no life insurance and the cash was suf- 
ficient to pay only one-half of the debts, 
funeral expenses, administration expenses, 
and inheritance taxes. After B paid the 
rest of the expenses out of other assets of 
the estate, she received some $59,000 from 
the representative of the estate in Califor- 
nia consisting of interests in oil wells, etc. 
This property from California was not men- 
tioned in the Minnesota final decree of dis- 
tribution which assigned the residue to the 
trustee to be held in trust under the terms 
of the will. However, such property did 
pass as part of the residue, said the court. 
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A $16,000 reserve for depletion was set up. 
B paid expenses of the estate out of her 
personal funds to the sum of $780 for which 
she was not reimbursed, nor was this item 
included in her final account as executrix. 
The corporation voted B the $3,600 per 
year salary and declared a $1,500 dividend 
in 1939. The rest of the income received 
by the corporation was not distributed but 
held as part of its capital surplus. 

On B’s death, her executrices rendered 
the first and final account of B’s trusteeship, 
and they demanded the entire net income 
received by the X Corporation from the 
property of the testator belonging to B. 
They claimed B was entitled to income as of 
testator’s death as life beneficiary. The 
successor trustee and certain remaindermen 
filed objections to this final account. 

HELD: 1. Where a will discloses a tes- 
tamentary intention to use a corporation, 
all the stock of which is owned by the testa- 
tor, as an instrumentality for the execution 
of his testamentary plan, it will be given 
that effect. The court found that while A 
intended that B should not have ownership 
of the corpus, yet she and not the corpora- 
tion was to have all the income. The corpo- 
ration held the property as agent and ac- 
cepted it from the trustee impressed with 
this agency. (The court did not explain 
how the agency with respect to property 
owned by the corpoation prior to A’s death 
was created.) The provisions as to paying 
the wife a salary and such additional sums 
out of the surplus of the corporation or its 
earnings were held to be cumulative and 
not exclusive, especially in view of the fact 
that the salary was to be paid out of corpo- 
rate assets. The court stressed the fact that 
a testator normally prefers his wife to his 
remote relatives. 

2. When a testamentary trust is created 
whereby income is to be paid to one for life, 
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with remainder over, the income beneficiary 
is entitled from the death of the testator to 
the income earned during the period of ad- 
ministration by the executor or trustee, un- 
less the will itself provides otherwise. The 
court applied this general rule, saying, 
“that date must be taken because no other 
was fixed.” 

3. The final decree of distribution as- 
signing the residue is not res adjudicata as 
to what constituted corpus and income and 
does not make all such residue corpus, be- 
cause between executor and trustee no such 
adjudication was necessary as by the will 
the trustee, not the executor, was to pay 
the income. However, that part of the resi- 
due which was income when transferred to 
the trustee remained such and must be paid 
over by the trustee to the income benefici- 
ary. Thus, the court held that the income 
during the period of administration and 
after the trustee got the property was to be 
paid to B or her executrices. 

4. Expenses of probate were chargeable 
to corpus in the absence of a contrary in- 
tent expressed in the will. The will itself 
directs such expenses to be paid out of 
“cash in bank and life insurance then to be 
in my estate.” There was insufficient cash 
and life insurance to pay these expenses. 

5. Dividends will be treated as income or 
corpus depending upon whether they were 
earned or accrued before or after the life 
estate arose. Therefore, the income earned 
by the corporation prior to A’s death did 
not belong to B. 

6. Ordinarily gains in value of invest- 
ments represent an increase of capital and 
are to be credited to corpus rather than to 
income. The lower court’s holding on this 
point crediting it to income is thus reversed. 

7. A capital loss is chargeable to the cor- 
pus and not to the income of a trust estate. 

8. The rule requiring income from a 
wasting asset to be apportioned as between 
life tenant and remainderman has no appli- 
cation where the trustee is authorized to 
retain the investment. Thus, the $16,000 
depletion reserve to replace capital invest- 
ment in oil wells should be paid to the ex- 
ecutrices of B as income. 

9. Where an executor does not include 
in his final account a claim for certain ex- 
penditures, his right to reimbursement for 
them is barred by the order allowing the 
final account and the final decree of distri- 
bution. Thus the lower court erred in hold- 
ing that the item of $780 was allowable to 
executrices. 

10. When a trustee fails to pay over 
property to the beneficiary, the court may 
award the beneficiary interest. 
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TO BANKS 


WITHOUT A FOREIGN DEPARTMENT 


Secking Profilatle 
Yimely Busineos 


LETTERS OF CREDIT—both domestic and foreign—are 
increasingly used us a financing method by business 
today—whether as buyer or seller. There are definite, 
practical. reasons for this trend—time saved, flexibility 
permitting quick decisions in concluding a deal, and 
reduced time involved in credit investigation. 

You do not need a foreign department to participate 
in this trend. Yow provide the judgement of credit and 
knowledge of the character and standing of the borrower; 
we provide the mechanics of issuing the Letter of Credit. 
Your customer benefits, and both your institution and 
ours are adequately compensated. 

Write us about Letters of Credit and we will explain 
how we can “get together” on handling such transactions. 
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